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HO SPITALITY PROPERTI ES TRUST is a real estate investment trust, or REIT, which

primarily owns real estate used in hospitality industries. As of December 31, 2007, HPT owned 292 hotels with approximately
43,000 rooms and 185 travel centers Jocated in 44 states, Puerto i{ico and Canada. At December 31, 2007, our properties were
operated by hotel and travel center management companies under 12 long term combination management or lease agreements.
Our business strategy is to maintain and grow an investment portfolio of high quality hotels and travel centers operated by

experienced managers under nationally recognized brands.

Since its IPO in 1995 through December 31, 2007, HPT has provided shareholders with average total annual returns of 11.7%.
HPT has been investment grade rated since 1998 and is included in a number of financial indices, including the S&P 400 MidCap

Index, the Russell 1000%, the MSCI US REIT Index, the FTSE EPRA/NAREIT United States Index and the S&P REIT Composite Index.

The graph below shows the cumularive total sharcholder returns on our common
shares fassuming @ $100 inrestment on December 21, 2002 for the past five

vears as compared with [a} the National Association of Real Estate Investinent

fnformation abour cash distributions paid to common shareholders is
summarized in the table below. Common share distributions are gencrally

paid in the quarter following the quarter to which they relate.

Trusts Inc.'s, or NAREIT, index of all tar qualified real estate investment trusts Distributions Per

lisied on the New York Stock Exchange, the American Stock Erchange and the Cammon Share

Nasdag Stock Market, and [b} the Standard & Poor's 400 MidCap Inder. - 2006 2007
First Quarter § 073 $§ 076
The graph assumes reinvestment of all cash distributivns., Second Quarter 0.74 0.76
Third Quarter 0.74 0.77
$300
Fourth Quarter . . b74 077
$250 | |~ HPT = NAREIT ~S&P 400 | Total $ 295 $ 306
$200 All common share distributions shown in the table above have been paid,
$150 We currently intend to continue to declare and pay common share
$100 distributions on a quarterly basis. However, distributions are made ar the
discretion af our board of trustees and depend on our earnings, cash
$50

V203102 1203103 12/31/04 12/31/05 123106 12(31/07 available for distribution, financial condition, capital market conditions,

grewth prospects and other factors which our beard of rrustees deems relevant.
In eddition to the cash distributions paid to common sharelolders in 2007,

we distributed all of the shares of our former subsidiary, TravelCenters of
Americe LLC, or TA, to our common shareholders on January 31, 2007.
One share of TA was distributed to our common shareholders with respect

to every 10 of our shares owned; and this resulted in a taxable valuation

of this in kind distribution of $3.234 for each of our shares. Historical

shareliolder return amounts have been adjusted for this distribution. &

HPT
NYSE

The declaration of trust establishing HPT, amended and restated on August 21, 1995, a copy of which, 1egether with all amendments and supplements
thereto, is duly filed in the office of the State Department of Assessments and Taxation of Maryland, provides that the name “Hospitality Properties Trust™
refers to the trustees under that declaration of trust, as so emended and supplemented, collectively as trustees, but net individually or personally, and that
e trustee, officer, shareholder, employee or agent of HPT shall be held to any personal liability, jointly ar severally, for any obligation of, or claim against,

HPT. All persons dealing with HF'T, in any way, shall look only to the asseis of HPT for payment of any sum or the performance of eny obligation,




SELECTED FINANCIAL DATA

The following table sets forth selected financial data for the periods and dates indicated. Comparative results are
affected by property acquisitions and dispositions during the periods shown. This data should be read in conjunction
with, and is qualified in its entirety by reference to, management’s discussion and analysis of financial condition and
results of operations and the consolidated financial statements and accompanying notes included elsewhere in this

Annual Report. Received SEC

Year ended December 31,

2007 2006 2005 2004 2003
APR U 3 2008 {in thousands, except per share data)
Income statement data:
Revenues: .
Hotel operating revenupiiashington, DC B0BA9) 041455 5 879324 § 682541 § 498122 $ 200,299
Rentalincome ........... ... ... ... c.... 316,819 120,649 114,332 112,325 201,197
FF&E reserveincome . . . .......... .. ...... 22,286 20,299 19,767 18,147 18,000
Interest income . ............ ... 4,919 2,674 1,373 627 733
Gain on lease terminations . .. .............. — — — — 107,516
Total revenues. . . ... oot it i i et 1,285,479 1,022,946 818,013 629,221 536,745
Expenses:
Hotel operating expenses . ................. 657,000 618,334 476,858 333,818 145,863
Interest . ... . .. i e 140,517 81,451 65,263 50,393 44,536
Depreciation and amortization. . ............. 216,688 141,198 127,242 110,333 100,257
General and administrative . .. ... ... ........ 37,223 25,090 22,514 18,659 16,075
Loss on early extinguishment of debt . . ... ..... — — — — 2,582
Loss on asset impairment .................. 1,332 — 7,300 — —
TAspinoffcosts ......... ... .. ... ....... 2,711 — — —_ —
Total expenses. .. ... vt 1,055,471 866,073 699,177 513,203 309,313
Income before income taxes . ................. 230,008 156,873 118,836 116,018 227,432
Income tax expense . ........... . ... .. ... (2,191) (372) (57 — —
Income before gain on sale of real estate and
discontinued operations. .. ................. 227,817 156,501 118,779 116,018 227,432
Gain on sale of real estate . .................. — — — 203 —
Income from continuing operations . . ........... 227817 156,501 118,779 116,221 227,432
Discontinued operations:
Income from discontinued operations . . . .. .. ... 7,440 12,538 11,124 10,870 10,781
Gain on sale of real estate used by discontinued
OPErations .. ............ouvunuinnesn. 95,711 — — — —
Netincome . .....cv it innns 330,968 169,039 126,903 127,091 238,213
Preferred distributions . ..................... 26,769 7,656 7,656 9,674 14,780
Excess of liquidation preference over carrying value
of preferred shares . . ..................... — — — 2,793 —
Net income available for common shareholders . ... $ 304,199 § 161,383 § 122247 § 114,624 § 223433
Common distributions declared . .. ... .......... $ 287272 % 225927 § 205,162 $ 193,523 § 180,242
Weighted average common shares outstanding . . . . . 93,109 73,279 69,866 66,503 62,576
Per common share data:
Income from continuing operations available for
common shareholders . .. .................. $ 216 § 203 % 159 § 1.56 % 3.40
Income from discontinued operations available for
common shareholders .. ................... 3 111§ 017 % 016 § 016 $ 0.17
Net income available for common shareholders . ... $ 327 % 220 % 175 % 1.72 % 3.57
Distributions per common share ............... $ 3.06 $ 295§ 290 % 288 § 2.88
Balance sheet data {(as of December 31):
Real estate properties, at cost . .. .............. $6,196,231 $4,018,781 $3,606,404 $3,161,259 §3,160,675
Real estate properties, net . .................. 5,346,761 3,316,268 2,997,605 2,608,019 2,668,982
Total @88ets . . oo v v ittt 5,679,307 3,957,463 3,114,607 2,689,425 2,761,601
Debt, netof discount . . ... ... ..., .. ....... 2,579,391 1,199,830 960,372 697,505 826,126
Shareholders’ equity . . . ... ... . . it ... 2,786,434 2447540 1,855,455 1,685,873 1,645,528




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS (dollar amounts in thousands, except per share amounts)

OVERVIEW

The following information should be read in conjunction with our consolidated financial statements and
accompanying notes included in this Annual Report.

2007 DEVELOPMENTS

On January 31, 2007, we completed our acquisition of TravelCenters of America, Inc., or TravelCenters, pursuant
to the Agreement and Plan of Merger dated as of September 15, 2006, as amended, among TravelCenters, us, one of
our former subsidiaries and the stockholders of TravelCenters. Upon completion of the acquisition, we restructured
the business of TravelCenters and distributed all of the common shares of our former subsidiary, TravelCenters of
America LLC, or TA, to our shareholders in a spin off transaction. The acquisition of TravelCenters, the restructuring
of the TravelCenters business and the spin off transaction are collectively referred to herein as the TA Transaction.

As a part of the restructuring of TravelCenters which occurred in connection with the TA Transaction, on
January 31, 2007

« TravelCenters became a subsidiary of our subsidiary, TA;

* certain real property interests of 146 travel centers that were operated by TravelCenters and certain other
assets used in connection with the travel center business with an estimated total value of $1,697,221 were
transferred to subsidiaries of ours that were not owned by TA;

* TA became the owner of all of the working capital of TravelCenters, including current assets (primarily
consisting of cash, receivables and inventory) and current liabilities (primarily consisting of trade payables and
accrued liabilities);

« we contributed cash of $121,166 to TA so that the sum of its current assets, net of current liabilities,
was $200,000;

» TA became the owner of one travel center in Ontario, Canada, the operator of two travel centers leased from
owners other than us, the manager of one travel center for an owner other than us, the franchisor of 13 travel
centers owned and operated by third parties and the owner of certain other assets historically owned and used
by TravelCenters;

* we entered into a lease of the 146 travel centers we acquired (one travel center was subsequently disposed of)
and certain related assets to TA; and

* TA commenced operating the travel center business formerly conducted by TravelCenters.

After this restructuring, on January 31, 2007, we distributed all of the shares of TA to our common shareholders
of record on January 26, 2007. The book value of this distribution was $337,250. Shareholders were entitled to receive
one TA common share for every ten of our common shares owned on the record date. Fractional shares were issued
as necessary. TA's common shares are listed on the American Stock Exchange under the symbol “TA”. We expensed

' $2,711 of costs in connection with the spin off transaction.

Qur lease with TA is a “triple net” lease, which requires TA to pay all costs incurred in the operation of the
leased travel centers, including personnel, utilities, inventories, services to customers, insurance, real estate and
personal property taxes and ground lease payments, if any. The annual minimum rent due to us under this agreement
is scheduled to increase to $158,962 in 2008, $162,625 in 2009, $166,638 in 2010, $171,613 in 2011 and $176,620 in

.2012: The annuall"stréig'ht line rent currently reported by us under Generally Accepted Accounting Principles, or

GAAP, is $171,389. Starting in 2012, the lease requires TA to pay us certain percentages of increases in gross
revenues at the leased travel centers, We have agreed to provide up to $125,000 of funding during the first five years
of the lease for certain specified improvements to the leased travel centers. This funding may be drawn by TA from
us in subsequent years until December 2015. There will not be any adjustment in our minimum rent as we fund these
amounts. All improvements funded by us will be owned by us. As of December 31, 2007, we have funded $25,000
under this agreement. TA is required to maintain, at its expense, the leased travel centers in good order and repair,
including structural and non-structural components, but may request that we fund amounts in addition to the
$125,000, in return for minimum annual rent increases equal to a percentage of the amount we fund. Our lease
agreement with TA expires on December 31, 2022.




On May 30, 2007, we acquired Petro Stopping Centers Holdings L.P, or Petro, for approximately $630,000 plus
certain costs. Petro owns 40 travel centers located in 25 states. In connection with our acquisition of Petro, we acquired
certain Petro properties which secure debt that was previously issued by Petro Stopping Centers, L., or Petro Centers,
a former subsidiary of Petro acquired by TA on May 30, 2007. Upon closing of our acquisition of Petro, the Petro
Centers debt assumed by TA was covenant defeased and funds were escrowed by TA at closing and used to redeem the
Petro Centers debt on February 15, 2008. We agreed to pay certain costs associated with our acquisition of Petro,
including those relating to the defeasance and prepayment of the Petro Centers debt, and customary closing costs, which
totaled approximately $25,000. We funded the purchase price and costs by borrowing under our revolving credit facility.
Simultaneous with our acquisition of Petro, we leased the 40 travel centers which Petro owned to TA for an initial
minimum rent of $62,225 per year. Starting in 2013, the lease requires TA to pay us additional rent calculated as certain
percentages of increases in gross revenues at the leased travel centers. This lease agreement with TA expires on
June 30, 2024, and TA has two renewal options of 15 years each exercisable for all, but not less than all, of these 40
leased travel centers.

On July 26, 2007, we sold 18 Homestead Studio Suites hotels for $205,350 and recognized a gain on sale of
$95,711. Seventeen of these hotels were sold to an unrelated party. One hotel was purchased by a subsidiary of
HRPT Properties Trust, a publicly traded real estate investment trust that is our former parent company, and which is
managed by Reit Management & Research LLC, or RMR, which is also our manager. We used the net proceeds
from these sales, totaling $189,309 after the refund of a $15,960 security deposit and payment of closing costs, to
reduce amounts outstanding under our revolving credit facility.

MANAGEMENT AGREEMENTS AND LEASES

At December 31, 2007, each of our 292 hotels is included in one of ten combinations of hotels of which 201 are
leased to one of our wholly owned taxable REIT subsidiaries, or TRSs, and managed by an independent hotel
operating company and 91 are leased to third parties. Qur 185 travel centers are leased to TA under two agreements.
Our consolidated statement of income includes operating revenues and expenses of our managed hotels and rental
income from our leased hotels and travel centers. Additional information regarding the terms of our management
agreements and leases is included in the table on pages 14 and 15.
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RESULTS OF OPERATIONS
Year ended December 31, 2007 compared to year ended December 31, 2006

For the year ended December 31,

Increase % Increase
2007 2006 (Decrease) (Decrease)
{amounts in dollars, except number of shares)
Revenues:
Hotel operating revenues. . .. ...........uvvnnnnnn. $941,455 $879.324 ° § 62,131 7.1%
Rental income:
Minimum rents—hotels . ............ ... ... ...... . 117,193 115,461 1,732 1.5%
Minimum rents—travel centers . . . .. ...... ... .. ... 193,571 — 193,571 -
310,764 115,461 195,303 169.2%
Percentage rent—hotels . . ...................... 6,055 5,188 867 16.7%
Total rental income. . . .. ..................... 316,319 120,649 196,170 162.6%
FF&E reserve income—-hotels . ... ................. 22,286 20,299 . 1,987 9.8%
Interest iNCOME . . . ...\ttt i e ittt eiee s e ieenns 4,919 2,674 2,245 84.0%
Expenses:
Hotel operating expenses. . . ...................... 657,000 618,334 38,666 6.3%
Interest eXpense . . ... ...t 140,517 81,451 59,066 72.5%
Depreciation and amertization—hotels . . . . ........... 147,401 141,198 6,203 4.4%
Depreciation and amortization—travel centers ......... 69,287 — 69,287 —
Total depreciation and amortization. ... .......... 216,688 141,198 75,490 53.5%
General and administrative . ... ........ i, 37,223 25,090 12,133 48.4%
TAspinoffcosts. ............. ..o, 2,711 —_ 2,711 —_
Loss on asset impairment . ......... ... .. .00, 1,332 —_ 1,332 —
Income tax expense . . . .......... .. .. ... ..., 2,191 372 1,819 489.0%
Income from continuing operations ................. 227,817 156,501 71,316 45.6%
Discontinued operations: )

Income from discontinued operations . . ... ........... 7,440 12,538 (5,098) (40.7)%
Gain on sale of real estate from discontinued operations . . 95,711 — 95,711 —
Netincome ... ... vttt ittt ey 330,968 169,039 161,929 95.8%
Net income available for common shareholders . ... ... ... 304,199 161,383 142,816 88.5%
Weighted average shares outstanding . . . ............... 93,109 73,279 19,380 2711%

Income from continuing operations available for common

shareholders per common share . . .................. $ 216 $ 203 $ 013 6.4%
Income from discontinued operations available for common

shareholders per common share . .. ................. $ 111 $ 017 $ 094 552.9%
Net income available for common shareholders per

commonshare . ........ ...ttt $ 327 $ 220 $ 107 48.6%

The increase in hotel operating revenues in 2007 versus 2006 was caused by the increase in revenues at our
managed hotels and our acquisition of four managed hotels in April 2006. Revenues increased at most of our
managed hotels from 2006 due to higher average daily room rates, or ADR, partially offset by slightly lower
occupancy rates. Additional operating statistics of our hotels are included in the table on page 16.

The increase in hotel operating expenses from 2006 was caused primarily by the general increase in the cost of
labor, real estate taxes and insurance in 2007 and increased management fees due to the growth in hotel revenues in
2007 described above.

Our share of the operating results of our managed hotels in excess of the minimum returns due to us, or
additional returns, under our hotel management agreements is recognized as income at year end when all
contingencies are met and the income is earned. We recognized additional returns of $24,181 and $20,029 in the
fourth quarter 2007 and 2006, respectively. The increase in additional returns from 2006 is due to the improved
operating performance of our managed hotels in 2007 described above.




As a result of renovations which required hotel rooms to be taken out of service in 2007 and 2006, certain of our
managed hotels had net operating results that were $9,780 and $3,542 less than the minimum returns due to us in
2007 and 2006, respectively. These amounts are reflected in our consolidated statement of income as a net reduction
to hotel operating expenses in these years because the minimum returns were funded by our managers.

The increase in rental income—hotels is a result of our funding of improvements at certain of our leased hotels
in 2006 and 2007 that caused in increases in the annual minimum rents due to us.

The increase in rental income—travel centers is a result of our acquisition of 146 travel centers and
commencement of our lease with TA on January 31, 2007 and our acquisition of an additional 40 travel centers and
commencement of our second lease with TA on May 30, 2007. Rental income—travel centers includes $15,813 of
adjustments necessary to record rent on the straight line basis for the twelve months ended December 31, 2007.

The increase in percentage rent—hotels is the result of increased sales at our leased hotels.

FF&E reserve income—nhotels represents amounts paid by our third party hotel tenants into restricted accounts
owned by us, the purpose of which is to accumulate funds for future capital expenditures. The terms of our hotel
leases require these amounts to be calculated as a percentage of total sales at our hotels. The increase in
FF&E reserve income—nhotels is primarily due to increased levels of hotel sales in 2007 versus 2006 at our leased
hotels. We do not report the amounts which are escrowed as FF&E reserves for our managed hotels and for leased
hotels where the FF&E reserve is owned by our tenants as FF&E reserve income.

The increase in interest income is due to higher average cash balances and higher average interest rates
during 2007.

The increase in interest expense is primarily due to higher average borrowings as a result of our 2006 and
2007 acquisitions, which was partially offset by a lower weighted average interest rate during 2007 than in 2006.

- The increase in depreciation and amortization—hotels is due principally to the depreciation and amortization of
assets acquired in our 2006 acquisitions and the purchase of depreciable assets with funds from FF&E reserve
accounts owned by us in 2006 and 2007. The increase was offset somewhat by the sale of our Homestead Studio
Suites hotels in July 2007.

The increase in depreciation and amortization—travel centers is due to the depreciation and amortization of
assets acquired in our 2007 travel center acquisitions described above.

The increase to general and administrative expense is due principally to the impact of additional property
investments during 2006 and 2007.

We recorded a $1,332 loss on asset impairment in the 2007 fourth quarter to reduce the carrying value of a hotel
held for sale to its estimated. net realizable value less costs to sell.

The increase in income tax expense is primarily due to increased Canadian income taxes at one of our TRSs and
higher state income taxes as a result of a change in tax laws in the state of Texas.

The decrease in income from discontinued operations is the result of the sale of our 18 Homestead Studio Suites
hotels in July 2007,

The gain on sale of real estate from discontinued operations in 2007 reflects the sale of our 18 Homestead
Studio Suites hotels in July 2007 for $205,350.

The increases in income from continuing operations available for common shareholders, income from
discontinued operations available for common shareholders, net income available for common shareholders and the
corresponding per common share amounts are primarily due to the investment and operating activity discussed above.
On a per share basis, the percentage increases in income from continuing operations available for common
shareholders, income from discontinued operations available for common shareholders and net income available for .
common shareholders was lower due to our issuance of common shares in July and December 2006 and
February 2007.




Year ended December 31, 2006 compared to vear ended December 31, 2005

For the year ended December 31,

Increase % Increase
2006 2005 (Decrease) {Decrease)
(amounts in dollars, except number of shares)
Revenues:

Hotel operating revenues. . . ............couvuienn... $879,324 $682,541 $196,783 28.8%

Rental income:

Minimum rent—hotels . . . ....... ... ... . .. 115,461 110,869 4,592 4.1%
Percentagerent—hotels . . ...................... 5,188 3,463 1,725 49.8%
Total rental income . . ............. ... c...... 120,649 114,332 6,317 5.5%

FF&E reserve income—hotels ... .................. 20,299 19,767 532 2.7%

INteresSt INCOME . . . o ittt it it e ettt e e iea 2,674 1,373 1,301 94 8%
Expenses:

Hotel operating expenses . . .. ... ... 618,334 476,858 141,476 29.7%

Interest XPEMSE . . .. .o v vt ie et e 81,451 65,263 16,188 24.8%

Depreciation and amortization—hotels . . . ... ......... 141,198 127,242 13,956 11.0%

General and administrative .. .......... . .. . ... 25,090 22,514 2,576 11.4%

Loss on asset impairment ... ........... 0000 uunn.n — 7,300 {7.300) (100.0)%

Income tax eXpense . . . .. ..ttt e 372 57 315 552.6%
Income from confinuing operations . .. ................ 156,501 118,779 37,722 31.8%
Discontinued operations:

Income from discontinued operations. . .............. 12,538 11,124 1,414 12.7%
NetInCoOme . ..ottt i it e e 169,039 129,503 39,136 30.1%
Net income available for common shareholders .......... 161,383 122,247 39,136 32.0%
Weighted average shares outstanding . .. ............... 73,279 69,866 3,413 4.9%
Income from continuing operations available for common

shareholders per commonshare . .. ................. $ 203 $ 159 $ 044 27.7%
Income from discontinued operations available for common

shareholders per common share . . .................. $ 017 $ 016 $ 00 6.3%
Net income available for common shareholders per

COMIMON SHATE . . .. i ittt ittt vn e ar e ana e $ 220 $ 175 $ 045 25.7%

The increase in hotel operating revenues from 2005 was caused by the increase in the number of managed hotels
in 2006 due to our January and April 2006 hotel acquisitions and the general increase in hotel revenues at most of
our managed hotels due to improvements in the lodging market that resulted in ADR increases at most of our
managed hotels. The increased revenues resulting from the higher ADR was partially offset by lower revenues at
certain of our managed hotels in 2006 which were under renovations in 2006 which required hotel rooms to be taken
out of service. Additional operating statistics of our hotels is included in the table on page 16.

The increase in hotel operating expenses was caused by the increase in the number of managed hotels in 2006
due to our January and April 2006 hotel acquisitions and the general increase in the cost of labor and utilities
in 2006.

We recognized additional returns from our managed hotels of $20,029 and $13,568 in the fourth quarter of 2006
and 2003, respectively. The increase in additional returns from 2005 is due to the improved operating performance of
our managed hotels in 2006 described above.

As a result of the renovations described above, certain of our managed hotels had net operating results that were
$3,542 and $2,491 less than the minimum returns due to us in 2006 and 2005, respectively. These amounts are
reflected in our consolidated statement of income as a net reduction to hotel operating expenses in these years
because the minimum returns were funded by our managers.

The increase in minimum rental income—hotels is primarily a result of the increased minimum rents resulting
from our funding of improvements at certain of our leased hotels in 2006 and our acquisition of a hotel in
January 2006.

The increase in percentage rent—hotels is the result of increased sales at our leased hotels.




The increase in FF&E reserve income—hotels is primarily due to increased sales in 2006 versus 2005 at our
leased hotels.

The increase in interest income is due to higher average cash balances and higher average interest rates
during 2006,

The increase in interest expense is primarily due to higher average borrowings as a result of our hotel
acquisitions, which was partially offset by a lower weighted average interest rate during 2006 than in 2005.

The increase in depreciation and amortization—hotels is due principally to the depreciation of 12 hotels acquired
during 2006 and the impact of the purchases in 2006 and 2005 of depreciable assets with funds from FF&E reserve
accounts owned by us. This increase was offset to some extent by the sale of a hotel in September 2005 and certain
assets becoming fully depreciated in 2006 and 2005.

The increase to general and administrative expense is due principally to the impact of additional hotel
investments during 2006.

In 2005, we recorded a $7,300 loss on asset impairment to reduce the carrying value of a hotel held for sale to its
estimated net realizable value less costs to sell.

The increase to income tax expense is primarily due to higher state income taxes as a result of our hotel
acquisitions and increased Canadian income taxes at our TRS which owns hotels in Canada.

The increase in income from discontinued operations is the result of increased percentage rent at our
18 Homestead Studio Suites® hotels due to higher sales in 2006.

The increases in income from continuing operations available for common shareholders, income from
discontinued operations available for common shareholders, net income available for common shareholders and the
corresponding per common share amounts are primarily due to the investment and operating activity discussed above.
On a per share basis, the percentage increase in income from continuing operations available for common
shareholders, income from discontinued operations available for common shareholders and net income available for
common shareholders was lower due to our issuance of common shares in July and December 2006 and in June 2005.

LIQUIDITY AND CAPITAL RESOURCES
Our Managers and Tenants

All 477 of our properties are operated under management agreements or leases with third party operating
companies, All costs of operating and maintaining our properties are paid by the third party hotel managers as agents
for us or by tenants for their own account. These managers and tenants derive their funding for property operating
expenses, FF&E reserves, and returns and rents due to us generally from property operating revenues and, to the
extent that these managers and tenants fund our minimum returns and minimum rents, from their separate resources.

We define coverage for each of our combination management agreements or leases as total property sales minus
all property level expenses that are not subordinated to the minimum returns and minimum rents due to us and the
required FF&E reserve contributions, divided by the aggregate minimum payments due to us. More detail regarding
coverage, guarantees and other security features of our operating agreements is presented in the table on pages 14
and 15. Assuming our twelve operating agreements as of December 31, 2007, had been in place during the twelve
months ended December 31, 2007 (September 30, 2007, for the TA operating agreements), eleven combinations,
representing 453 properties, generated coverage of at least 1.0x using historical operating results. The remaining
combination, representing 24 hotels, generated coverage of 0.54x in 2007; twenty of the hotels in this combination
were undergoing significant renovations that had a negative impact on the operating results of this combination
during 2006 and 2007. We expect to complete renovations at these hotels in the first half of 2008.

Three hundred fifty two (352} of our properties, representing 75% of our total investments at cost as of
December 31, 2007, in eight combinations are operated under management agreements or leases which are subject to
full or limited guarantees. These guarantees may provide us with continued payments if the total sales less total
expenses and required FF&E reserve payments fail to equal or exceed guaranteed amounts due to us. Our managers
and tenants or their affiliates may also supplement cash flow from our properties in order to make payments to us
and preserve their rights to continue operating our properties, Guarantee or supplemental payments to us, if any,
made under any of our management agreements or leases, do not subject us to repayment obligations but, under
some of our agreements, these guarantee or supplemental payments may be recovered by the manager or tenant from
the future cash flows from our properties after our future minimum returns and minimum rents are paid.



As of February 26, 2008, all payments due, including those payments due under the combination management
agreement whose hotels generated less than 1.0x coverage during 2007, are current. However, the effectiveness of our
various security features to provide uninterrupted payments to us is not assured. If any of our property operators,
tenants or guarantors default in their payment obligations to us, our revenues and cash flows will decline.

Our Operating Liguidity and Capital Resources

Our principal source of funds for current expenses and distributions to shareholders are minimum returns from
our managed hotels and minimum rents from our leased hotels and travel centers. We receive minimum returns and
minimum rents from our managers and tenants monthly. We receive additional returns, percentage returns and rents
and our share of the operating profits of our managed hotels after payment of all management fees and other
deductions either monthly or quarterly. This flow of funds has historically been sufficient for us to pay our operating
expenses, interest and distributions to shareholders. We believe that our operating cash flow will be sufficient to meet
our operating expenses, interest and distribution payments for the foreseeable future.

We maintain our status as a real estate investment trust, or REIT under the Internal Revenue Code of 1986, as
amended, or IRC, by meeting certain requirements. As a REIT, we do not expect to pay federal income taxes on the
majority of our income. In 1999, federal legislation known as the REIT Modernization Act, or the RMA, was enacted
and became effective on January 1, 2001. The RMA, among other things, allows a REIT to lease hotels to TRSs if
the hotels are managed by an independent third party. The income realized by our TRSs in excess of the rent they
pay to us is subject to income tax at corporate tax rates. Also, the income we receive from our hotels in Canada,
Puerto Rico and certain states is subject to taxes in those jurisdictions.

Cur investment and Financing Liquidity and Capital Resources

Various percentages of total sales at most of our hotels are escrowed as FF&E reserves to fund future capital
improvements at our hotels. During 2007, our managers and tenants contributed $57,476 to these accounts. As of
December 31, 2007, there was approximately $28,134 on deposit in these escrow accounts, which was held directly by
us and is included on our balance sheet as restricted cash,

Our hotel operating agreements generally provide that, if necessary, we will provide our managers and tenants
tunding for capital improvements to our hotels in excess of amounts available in escrowed FF&E reserves. To the
extent we make such additional FF&E reserve fundings, our annual minimum returns or minimum rent generally
increase by a percentage of the amount we fund. During 2007, we funded $64,241 for capital improvements to our
hotels in addition to FF&E reserve fundings from hotel operations.

During 2007, $122,138 was spent from the FF&E reserve escrow accounts to renovate and refurbish our hotels,

FF&E escrow deposits are not required under our travel centers leases with TA. However, TA is required to
maintain the leased travel centers at its expense, including structural and non-structural components. Under our
TA lease for 145 travel centers, we have agreed to fund up to $25,000 per year for certain specified capital
improvements to the leased properties during the first five years of the lease term or thereafter on a cumulative basis.
All of the capital improvements funded under this agreement will be owned by us. As of December 31, 2007, we have
funded $25,000 under this agreement and we expect to fund $25,000 in 2008, using funds from our existing cash
balances or borrowings under our revolving credit facility. Under both leases, TA may request that we fund additional
amounts for capital improvements to the leased facilities in return for annual minimum rent increases. In 2007, we
funded $1,438 of such additional amounts under these agreements.

During 2007, we funded $8,020 for improvements to our Marriott International branded hotels using cash on
hand and borrowings under our revolving credit facility. We expect to fund approximately $90,000 for improvements
to our four Marriott branded hotel portfolios throughout 2008 with funds from our existing cash balances or
borrowings under our revolving credit facility. Our minimum annual rent for these hotels is increased by
approximately 10% of the amounts we fund, which amounts are in addition to recurring FF&E reserve funding
from hotel operations.

Pursuant to an April 2005 agreement we entered with a subsidiary of Global Hyatt Corporation, or Hyatt for
management of 24 AmeriSuites® hotels, we agreed to provide funding to Hyatt for rebranding of these hotels to the
Hyatt Place™ brand and for other improvements. To the extent our fundings exceed $8,000, the minimum return
payable by Hyatt to us increases as these funds are advanced by approximately 10% of the funded amounts per year.
As of December 31, 2007, $71,500 has been funded. During 2007, we funded $42,000 of this amount and we expect to
fund approximately $4,000 in 2008, using funds from our existing cash balances or borrowings under our revolving
credit facility.




Pursuant to an April 2005 agreement we entered with a subsidiary of Carlson Hotels Worldwide, or Carlson, for
management of 12 Prime®™ hotels, we agreed to provide funding to Carlson for rebranding these hotels to Carison
brands and for other improvements at these hotels. To the extent our payments exceed $12,000, the minimum return
payable by Carlson to us increases as these funds are advanced by approximately 10% of the funded amounts per
year. As of December 31, 2007, $26,408 has been funded. During 2007, we funded $553 of this amount and we expect
to fund $400 in 2008, using funds from our existing cash balances or borrowings under our revolving credit facility.

Pursuant to a December 2004 agreement we entered to purchase 13 hotels from InterContinental Hotels
Group plc, or InterContinental, we agreed to pay $25,000 during the three years following closing to fund
improvements to the hotels. We paid $10,000 of this amount in 2005 and paid the remaining $15,000 in
December 2007.

Pursuant to a January 2006 agreement we entered with InterContinental for the management of the Harbor
Court Complex in Baltimore, Maryland, we agreed to fund $2,300 for rebranding and other improvements during
the two years following closing. We paid $1,000 of this amount in 2006 and funded the remaining $1,300 in
December 2007,

Pursuant to January and April 2006 agreements we entered with InterContinental for the management of ten
hotels, we agreed to fund $24,228 for capital improvements to these hotels during the three years following closing.
We funded $9,691 in January 2007, $9,691 in January 2008 and expect to fund $4,846 in January 2009, using funds
from our existing cash balances or borrowings under our revolving credit facility,

On January 16, 2007, April 16, 2007, July 16, 2007 and October 15, 2007, we paid a $0.3546875 per share
distribution to our Series B preferred shareholders with respect to the periods ended January 14, 2007, April 14,
2007, July 14, 2007 and October 14, 2007, respectively. On December 3, 2007, we declared a $0.5546875 per share
distribution to Series B preferred shareholders of record on December 31, 2007 with respect to the period ended
January 14, 2008. We paid this distribution on January 15, 2008, using existing cash balances and borrowings under
our revolving credit facility.

On May 15, 2007, we paid a $0.40833 per share distribution to our Series C preferred shareholders with respect
to the period ended May 14, 2007. On August 15, 2007 and November 15, 2007, we paid a $0.4375 per share
distribution to our Series C preferred shareholders with respect to the periods ended August 14, 2007 and
November 14, 2007, respectively. These distributions were funded using cash on hand and borrowings under our
revolving credit facility. On January 3, 2008, we declared a distribution of $0.4375 per Series C preferred sharcholders
with respect to the period ending February 14, 2008, We paid this distribution on February 15, 2008, using existing
cash balances and borrowings under our revolving credit facility.

On February 15, 2007, May 17, 2007, August 16, 2007 and November 15, 2007, we paid a $0.74, $0.76, $0.76 and
$0.77 per share distribution to our common shareholders, for the quarters ended December 31, 2006, March 31, 2007,
June 30, 2007 and September 30, 2007, respectively. On January 3, 2008, we declared a $0.77 per share distribution to
our common shareholders of record on January 14, 2008. We paid this distribution on February 15, 2008, using
existing cash balances and borrowings under our revolving credit facility.

On January 22, 2007, we entered into a new $2,000,000 interim loan agreement, or the Acquisition Facility, with
a group of institutional lenders that became effective concurrently with our acquisition of TravelCenters. We funded
the acquisition of TravelCenters and the capitalization of TA with a $1,400,000 borrowing under the Acquisition
Facility and with our existing cash balances. We subsequently repaid all borrowings under the Acquisition Facility
during the first quarter of 2007 with net proceeds from certain of the financing transactions described below.

In January 2007, we sold 1,800,000 of our common shares at a price of $47.51 per share pursuant to an over
allotment option granted to the underwriters of our December 2006 common share offering. Net proceeds from this
sale of $81,775 (after underwriting and other offering expenses) were used to partially fund our acquisition of
TravelCenters.

In February 2007, we sold 5,750,000 of our common shares at a price of $47.67 per share in a public offering.
Net proceeds from this sale of $261,677 (after underwriting and other offering expenses) were used to reduce
borrowings under our Acquisition Facility.

Also in February 2007, we sold 12,700,000 Series C cumulative redeemable preferred shares at a price of
$25.00 per share in a public offering. Net proceeds from this sale of $306,833 (after underwriting and other offering
expenses} were used to reduce borrowings under our Acquisition Facility.




In March 2007, we sold $575,000 of 3.8% convertible senior notes due 2027 to initial purchasers for resale to
qualified institutional buyers pursuant to the exemption from registration provided by Rule 144A under the Securities
Act of 1933, as amended, or the Securities Act. Net proceeds from this sale of $562,525 (after placement and other
offering expenses) were used to repay amounts outstanding under the Acquisition Facility and for general business
purposes. Resales of these notes and any underlying common shares were registered on behalf of certain selling
security holders on April 5, 2007.

In March 2007, we sold $300,000 of 5.625% senior notes due 2017 to initial purchasers for resale to qualified
institutional buyers pursuant to the exemption from registration provided by Rule 144A under the Securities Act. We
used net proceeds from this sale of $296,468 (after placement and other offering expenses) to reduce borrowings
under our Acquisition Facility. In June 2007, we issued $300,000 of 5.625% senior notes due 2017 that were registered
with the Securities and Exchange Commission in exchange for all of our privately placed 5.625% senior notes due
2017. -

In May 2007, we purchased Petro f’d}'approximately $655,000, including acquisition costs, using borrowings under

our revolving credit facility. 0

In July 2007, we sold 18 Homestead Studio Suites hotels for $205,350. We used the net proceeds of
approximately $189,309 to reduce amounts outstanding under our revolving credit facility.

On September 24, 2007, we sold $350,000 of 6.7% unsecured senior notes due 2018. We used net proceeds from
this offering of $344,226 (after placement and other offering expenses) to reduce borrowings under our revolving
credit facility.

In order to fund capital improvements to our properties and acquisitions and to meet cash needs that may result
from timing differences between our receipt of returns and rents and our desire or need to make distributions or pay
operating expenses, we maintain a revolving credit facility with a group of institutional lenders. The maturity date of
our revolving credit facility is October 24, 2010 and we have the option to extend the facility for one additional year
upon payment of an extension fee. The annual interest rate payable for drawn amounts under the facility is LIBOR
plus a premium (5.41% per annum at December 31, 2007). We may borrow up to $750,000 under the revolving credit
facility and it includes a feature under which the maximum amount available for borrowing may be expanded to
$1,500,000 in certain circumstances. Borrowings under our revolving credit facility are unsecured. We may draw, repay
and redraw funds until maturity, and no principal repayment is due until maturity. As of December 31, 2007, we had
a balance of $158,000 outstanding under our revolving credit facility.

At December 31, 2007, we had $23,401 of cash and cash equivalents and $592,000 available from our revolving
credit facility. We expect to use existing cash balances, borrowings under our revolving credit facility and net proceeds
of offerings of equity or debt securities to fund future property acquisitions and other general business purposes.

Our term debt maturities (other than our revolving credit facility) are as follows: $150,000 in 2008; $50,000 in
2010; $125,000 in 2012; $300,000 in 2013; $300,000 in 2015; $275,000 in 2016; $300,000 in 2017; $350,000 in 2018; and
$575,000 in 2027. We expect to fund the redemption of our $150,000 of 7% senior notes due March 1, 2008, with
existing cash balances and borrowings under our revolving credit facility. Our 3.8% convertible senior notes are
convertible if certain conditions are met (including certain changes in control) into cash equal to the principal amount
of the notes and, to the extent the market price of our common shares exceeds the initial exchange price of $50.50
per share, subject to adjustment, either cash or our common shares at our option with a value based on such excess
amount. Holders of our convertible senior notes may require vs to repurchase all or a portion of the notes on
March 20, 2012, March 15, 2017 and March 15, 2022, or upon the occurrence of certain change in control events,

As of December 31, 2007, we had one mortgage note we assumed in connection with our acquisition of one hotel
with a current principal balance of $3,635. This mortgage note requires monthly payments of principal and interest of
$32 and is expected to have a principal balance of $3,326 at maturity in 2011. None of our other debt obligations
require principal or sinking fund payments prior to their maturity date. In connection with our acquisition of Petro,
we acquired certain Petro properties which secure debt that was previously issued by Petro Centers. Upon closing of
our acquisition of Petro, the Petro Centers debt assumed by TA was covenant defeased and funds were escrowed at
closing by TA and used to redeem this debt on February 15, 2008.

When amounts are outstanding under our revolving credit facility and as the maturity or repurchase dates of our
revolving credit facility and term debts approach over the longer term, we will explore alternatives for the repayment
of amounts due. Such alternatives in the short term and long term may include incurring additional debt and issuing
new equity securities. We have an effective shelf registration statement that allows us to issue public securities on an
expedited basis, but does not assure that there will be buyers for such securities. Although there can be no assurance
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that we will complete any debt or equity security offerings or other financings, we believe we will have access to
various types of financing, including investment grade debt or equity securities, with which to finance future
acquisitions and capital expenditures and to pay our debt and other obligations.

As of December 31, 2007, our contractual obligations were as follows:

Payment due by period

Less than More than

Total 1 year 1-3 years 3-5 years § years
Long-Term Debt Obligations . . .................... $2,586,635 $150,077 $208,182 $128376 $2,100,000
Ground Lease Obligations(1) . .................... 175,818 13,846 26,721 24,038 111,213
Capital improvements(2). ... ......... ... 0L 208,937 129,091 54,846 25,000 —
Projected interest expense(3) . ........... .. ....... 1,296,964 143,542 274,937 247,547 630,938
Total . .o e e $4,268,354 $436,556 $564,686 $424,961 $2,842,151

(1) 14 of our hotels and 26 of our travel centers are on land leased partially or in its entirety. In each case the
ground lessors are unrelated to us. Generally, payments of ground lease obligations are made by our managers or
tenants. However, if a manager or tenant fails to perform obligations under-a ground lease or elects not to renew
any ground lease, we might have to perform obligations under the ground lease or renew the ground lease in
order to protect our investment in the affected hotel or travel center.

(2) Represents amounts we expect to fund for capital improvements to our properties in addition to recurring
FF&E reserve funding from hotel operations.

(3) Projected interest expense is attributable to only the long term debt obligations listed above at existing rates and
is not intended to project future interest costs which may result from debt prepayments, new debt issuances or
changes in interest rates.

As of December 31, 2007, we had no off-balance sheet arrangements, commercial paper, derivatives, swaps,
hedges, guarantees, joint ventures or partnerships. As of December 31, 2007, our secured debt obligations were
limited to one mortgage note of $3,635 secured by a single property. None of our debt documentation requires us to
provide collateral security in the event of a ratings downgrade.

DEBT COVENANTS

Our debt obligations at December 31, 2007, consist of our revolving credit facility, our $2,425,000 of unsecured
term debt and convertible notes and our $3,635 mortgage note. Our unsecured term debt and convertible notes are
governed by an indenture. This indenture and related supplements and our revolving credit facility agreement contain
a number of financial ratio covenants which generally restrict our ability to incur debts, including debts secured by
mortgages on our properties, in excess of calculated amounts, require us to maintain a minimum net worth, restrict
our ability to make distributions under certain circumstances and require us to maintain various financial ratios. As of
December 31, 2007, we were in compliance with all of our covenants under our indenture and its supplements and
our revolving credit facility agreement.

Neither our indenture and its supplements, nor our revolving credit facility contain provisions for acceleration
which could be triggered by our debt ratings. However, under our revolving credit facility agreement, our senior debt
rating is used to determine the fees and interest rate applied to borrowings.

Our public debt indenture and its supplements contain cross default provisions to any other debts of $20,000 or
more. Similarly, a default on our public debt indenture would be a default on our credit facility.

RELATED PERSON TRANSACTIONS

As more fully described above, on January 31, 2007, we acquired TravelCenters and, in connection with the
acquisition, restructured the business of TravelCenters so as to place its operating business in our subsidiary, TA,
distributed all of the comman shares of TA, to our shareholders in a spin off transaction, and leased 146 travel
centers to TA for an average minimum rent of $170.7 million per year during the lease term. In order to effect the
reorganization and spin off, we entered into a transaction agreement effective as of January 29, 2007, with TA and
RMR. That agreement provided for certain of the steps in the restructuring of the TravelCenters business and the
spin off. In addition, under this agreement TA entered into a management and shared services agreement with RMR,
TA granted to us a right of first refusal to purchase, lease, mortgage or otherwise finance any interest it owns or
acquires in a travel center before it is purchased, sold, leased, mortgaged or otherwise financed with another party,
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and TA agreed to indemnify us for liabilities relating to its business and operations for periods before and after the
spin off and for liabilities relating to the ownership and operation of the leased travel centers which arise during the
term of our lease with TA. On May 30, 2007, we purchased Petro and simultaneously leased the 40 travel centers
owned by Petro to a subsidiary of TA for an initial minimum rent of $62.2 million per year. Starting in 2013, the lease
requires TA to pay us additional rent calculated as certain percentages of increases in gross revenues at the leased
travel centers. As a result of the transaction in January 20007 and the Petro lease in May 2007, we have on-going
business dealings with TA, including funding improvements to the leased properties and adding or removing
properties from the leases. RMR provides management services to us and to TA. Barry M. Portnoy, one of our
managing trustees, is an owner and director of RMR and a managing director of TA. Adam D. Portnoy, our other
managing trustee, is an owner, a director and president of RMR. Thomas M. O’'Brien is a senior vice president of
RMR and a managing director and president of TA. Because of the potential for conflicts of interests between the
responsibilities of Messrs. Barry Portnoy; Adam Portnoy and Thomas O’'Brien to us, RMR and TA, all transactions
between us and TA are approved by our trustees who are independent of TA and RMR, and by TA's directors who
are independent of us and RMR, respgctivc]y.

-

RMR presents investment and divestment opportunities to us and provides management and administrative
services to us under an agreement. RMR is compensated at an annual rate equal to 0.7% of our average real estate
investments, as defined, up to the first $250,000 and 0.5% thereafter, plus an incentive fee based upon increases in
cash available for distribution per share, as defined. The incentive fee payable to RMR is paid in our common shares.
On January 6, 2006, we entered into a management agreement with RMR to operate the office building component
of one of our properties. Fees paid to RMR under this management agreement are based on a formula, generally 3%
of gross collected rents as a property management fee and 5% of gross construction costs as a construction
management fee. Aggregate fees earned by RMR from us during 2007 were $31,799, which includes an incentive fee
of $1,862 which we plan to pay later in 2008 through the issuance of 53,541 of our common shares. RMR also
provides the internal audit function for us and for other publicly traded companies to which it provides management
or other services. Our audit committee appoints our director of internal audit and our compensation committee
approves his salary and the other internal audit costs we pay. Our pro rata share of RMR’s costs in providing that
function was $169 in 2007, All transactions between us and RMR are approved by cur compensation committee. Both
our audit and compensation commitiees are solely composed of independent trustees.

CRITICAL ACCOUNTING POLICIES

Our critical accounting policies are those that have the most impact on the reporting of our financial condition
and results of operations and those requiring significant judgments and estimates. We believe that our judgments and
assessments are consistently applied and produce financial information that fairly presents our results of operations.
Our five most critical accounting policies are as follows:

Classification of Leases. Certain of our properties are leased on a triple net basis, pursuant to
non-cancelable, fixed term, operating leases. Each time we enter a new lease or materially modify an existing
lease we evaluate its classification as either a capital lease or operating lease. The classification of a lease as
capital or operating affects the carrying value of a property, as well as our recognition of rental payments as
revenue, These evaluations require us to make estimates of, among other things, the remaining useful life and
market value of a leased property, appropriate present value discount rates and future cash flows. Incorrect
assumptions or estimates may result in misclassification of our leases.

Allocation of Purchase Price and Recognition of Depreciation and Amortization Expense. The acquisition cost
of each property investment is allocated to various property components such as land, buildings and equipment,
and each component generally has a different useful life. For real estate acquired, we allocate the purchase price
among building, land, furniture, fixtures and equipment, and, if applicable, the value of in-place leases, the fair
market value of above or below market leases and customer relationships. Acquisition cost allocations and the
determination of the useful lives are based on our estimates or studies from independent experts. We compute
related depreciation expense using the straight line method over estimated useful lives of up to 40 years for
buildings and improvements, and up to 12 years for personal property. The value of intangible assets is amortized
over the shorter of its estimated useful life, or the term of the respective lease or the affected contract. The
allocated cost of land is not depreciated. Inappropriate allocation of acquisition costs or incorrect estimates of
useful lives could result in depreciation and amortization expenses which do not appropriately reflect the
allocation of our capital expenditures over future periods required by accounting principles generally accepted in
the United States.
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Impairment of Long Lived Assets. 'We periodically evaluate our real estate investments and intangible assets
for impairment indicators. These indicators may include weak or declining operating profitability, cash flow or
liquidity, our decision to dispose of an asset before the end of its estimated useful life or market or industry
changes that could permanently reduce the value of our investments. If indicators of impairment are present, we
evaluate the carrying value of the related investment by comparing it to the expected future undiscounted cash
flows to be generated from that investment. If the sum of these expected future cash flows is less than the
carrying value, we reduce the net carrying value of the property to its estimated fair value. Estimated fair value is
determined through an evaluation of recent financial performance and projected discounted cash flows vsing
standard industry valuation techniques. This analysis requires us to judge whether indicators of impairment exist
and to estimate likely future cash flows. If we misjudge or estimate incorrectly or if future operating profitability,
market or industry factors differ from our expectations we may record an impairment charge which is
inappropriate, fail to record a charge when we should have done so or the amount of such charges may be
inaccurate. A

Variable Interest Entities. Under Financial Accounting Standards Boifr_d Interpretation No. 46,
“Consolidation of Variable Interest Entities”, if an entity is determined to"beé a variable interest entity, it must be
consolidated by the primary beneficiary. The primary beneficiary is the en(féfprise that absorbs the majority of the
entity’s expected losses, receives a majority of the entity’s expected residual returns, or both. Generally, expected
losses and expected residual returns are the expected negative and positive variability, respectively, in the fair
value of the variable interest entities’ net assets. When our TRS enters a new operating agreement or materially
maodifies an existing operating agreement with a third party hotel manager we are required to assess if our TRS
is or continues to be the primary beneficiary. This assessment requires us to make estimates of the future cash
flows of our TRS. Incorrect assumptions or estimates of, among other things, occupancy, average daily room rate
and operating expenses of our hotels may result in an inaccurate determination of the primary beneficiary.

Income Taxes. We account for income taxes in accordance with SFAS 109 “Accounting for Income Taxes.”
Under this method deferred tax assets and liabilities are recognized for the estimated future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and
their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates in effect for the
year in which those temporary differences are expected to be recovered or settled. Valuation allowances are
established to reduce deferred tax assets to the amounts that are expected to be realized when necessary. We
have elected to be taxed as a REIT under the IRC and are generally not subject to federal and state income
taxation on our operating income provided we distribute our taxable income to our shareholders and meet
certain organization and operating requirements. We are subject to income tax in Canada, Puerto Rico and in
certain states despite our REIT status. Further, we lease our managed hotels to our wholly owned TRS that,
unlike most of our subsidiaries is generally subject to federal, state and foreign income tax. Qur consolidated
income tax provision (or benefit) includes the income tax provision (or benefit) related to the operations of the
TRS and state and foreign income taxes incurred by us despite our tax status as a REIT In June 2006, the FASB
issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”, or FIN 48. FIN 48 prescribes how
we should recognize, measure and present in our financial statements uncertain tax positions that have been
taken or are expected to be taken in a tax return. Pursuant to FIN 48, we can recognize a tax benefit only if it is
“more likely than not” that a particular tax position will be sustained upon examination or audit. To the extent
the “more likely than not” standard has been satisfied, the benefit associated with a tax position is measured as
the largest amount that has a greater than 50% likelihood of being realized upon settlement. As required, we
adopted FIN 48 effective January 1, 2007 and have concluded that the effect is not material to our consolidated
financial statements. Accordingly, we did not record a cumulative effect adjustment related to the adoption of
FIN 48. We classify interest and penalties related to uncertain tax positions, if any, in our financial statements as
a component of general and administrative expense.

These policies involve significant judgments based upon our experience, including judgments about current
valuations, ultimate realizable value, estimated useful lives, salvage or residual values, the ability of our tenants and
operators to perform their obligations to us, and the current and likely future operating and competitive environments
in which our properties operate. In the future we may need to revise our assessments to incorporate information
which is not now known, and such revisions could increase or decrease our depreciation expense related to properties
we own, result in the classification of our leases as other than operating leases or decrease the carrying values of
our assets,
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PROPERTY MANAGEMENT AGREEMENTS, LEASES AND OPERATING STATISTICS

As of December 31, 2007, we owned 292 hotels and 185 travel centers which are grouped into twelve
combinations. Our ten hotel combinations are managed by or leased to subsidiaries of hotel operating companies
including InterContinental, Marriott International, Inc., or Marriott Host Hotels & Resorts Inc., or Host, Barcelo
Crestline Corporation, or Barcelo Crestline, Hyatt and Carlson. Our 185 travel centers are leased to and operated by
subsidiaries of TA under two agreemenis.

The tables on the following pages summarize the key terms of our leases and management agreements as of
December 31, 2007, and include statistics reported to us or derived from information reported to us by our managers
and tenants. These statistics include coverage of our minimum returns or minimum rents and occupancy, average
daily rate, or ADR, revenue per day per available room, or RevPAR, for our hotel properties. We consider these
statistics, and the management agreement or lease security features also presented in the tables on the following
pages, to be important measures of our managers’ and tenants’ success in operating our properties and their ability to
continue to pay us. However, none of this third party reported information is a direct measure of our financial
performance and none of it has been independently verified by us.

w Marriott®/
Residence Inn Residence Inn
by Marriott®/ by Marriott®/
[ Courtyard by Courtyard by
Marriott®/ Marriott®/

TowmePlace Suites TownePlace Suites
by Marriott®/ by Marriott®/

Courtyard by Residence Inn SpringHill Suites SpringHill Suites Staybridge Candlewood
Property Brand: Marriott® by Marriott® by Marriott® by Marriott® Suites® Suites®
Agreement Reference Name: . ...  Marriott (no. 1) Marriott (no. 2) Marriott (no. 3} Marriott (no. 4) InterContinental InterContinental

(no. 1) (no. 2)

Number of Properties: . .. ... .. 53 18 35 19 31 76
Number of Rooms / Suites: . . . . .. 7,610 2,178 5,382 2,756 3,844 9,220
Number of States: . .. ........ 24 14 15 14 16 29
Tenant: . ... ... Subsidiary of Host Subsidiary of Host Our TRS. Subsidiary of Our TRS. Our TRS.

Subleased to Subleased to Barcelo

Subsidiary of Barcelo Subsidiary of Barcelo Crestline.
Crestline. Crestline.
Manager: . .. ........... .. Subsidiary of Subsidiary of Subsidiaries of  Subsidiaries of Subsidiary of Subsidiary of
Marriott. Marriott. Marriott. Marriott. InterContinental. InterContinental.
Investment (000s)(1): . ........ $585,229 $193,059 $472,410 $274,222 $436,708 $589,429
Security Deposit (000s): . . . ... .. $50,540 $17,220 $36,204 $28,508 $36,872(7) —
End of Current Term: . . .. ... .. 2012 2010 2019 2015 2031 2028
Renewal Options(2): ... ... ... 3 for 12 years 1 for 10 years, 2 for 15 years 2 for 10 years 2 for 12.5 years 2 for 15 years
each. 2 for 15 years each. each. each. each.
cach.

Annual Minimum Return /

Minimum Rent (000s)(3): ... .. $58,379 $19,287 349,034 $28,508 $37,882 $50,000
Additional Return:. . . .. ...... — — $1,173(6) — — $10,000(6)
Percentage Return / Rent(4): . . . . . 5.0% of revenues 7.5% of revenues  7.0% of revenues 7.0% of revenues 7.5% of revenues above 7.5% of revenues

above 1994/95 above 1996 revenues.  above 2000/01  above 199972000 2004/06 revenues.  above 2006 revenues.
revenues. revenues. revenues.
Return / Rent Coverage(5):

Year ended 12/31/07: . . ... ... 1.63x v 1.33x 1.24x 1.22x 1.09x 1.43x

Year ended 12/3106: . .. ... .. 1.49x 1.34x 1.11x 121x 1.07x 1.35x
Other Security Features: . ... ... HPT controlied HPT controlled — Tenant minimum Limited guarantee Limited guarantee

lockbox with lockbox with net worth provided by provided by
minimum balance minimum balance requirement. InterContinental. InterContinental.
maintenance maintenance

requirement; requirement;

subtenant subtenant

and subtenant parent and subtenant parent
minimum net worth  minimum net worth
requirement. requirement.

(1) Amounts exclude expenditures made from FF&E reserves funded from hotel operations, but includes amounts funded by us separately from hotel operations.

(2) Renewal options may be exercised by the tenant or manager {when the property is leased to our TRS) for all, but not less than all, of the properties within each
combination of properties.

(3) Each management agreement or lease provides for payment to us of an annual minimum return or minimum rent, respectively. Management fees are generally
subordinated to these minimum payment amounts and certain minimum payments are subject to full or limited guarantees.

(4) Certain of our management agreements and leases provide for payment to us of a percentage of increases in total sales over base year levels. Percentage returns
under our management agreements are payable to us only to the extent of available cash flow, as defined in the agreements. The payment of percentage rent
under our leases is not subject to available cash flow.

(5) We define coverage as total property sales minus all property level expenses which are not subordinated to minimum payments to us and the required
FF&E reserve contributions (which data is provided to us by our operators or tenants), divided by the minimum returns or minimum rent payments due to us.

(6) These agreements provide for annual additional return payment to us in the amount listed to the extent of available cash flow after payment of operating costs,
funding of the FF&E reserve and payment of our minimum return and percentage return.

(7) A single $36,872 deposit secures InterContinental's obligations under the InterContinental No. 1, No. 3 and No. 4 portfolios.
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Property Brand:

Agreement Reference Name:

Renewal Options(2):

Annval Minimum Return/

Percentage Return / Rent{4): . . . .

Return / Rent Coverage(5):

Other Security Features: ., . . .

Radisson® Hotels &

InterContinental®/ Resoris/Park Plaza® Total/
Crowne Plaza®f Crowne Plaza®/ Hotels & Resorts/ Range/
Holiday Inn®/ Holiday Inn® Hyatt Place™/ Country Inns & TravelCenters  Petro Slopglng Average
Staybridge Suites® Staybridge Suites® Amerisuites® Sujtes by Carlson® of America Centers {(all investments)
InterContinental InterContinental Hyatt Carlson TA(1) TA(2) 12
(no. 3) (no. 4)
14 10 24 12 145 40 477
4,134 2,937 2,895 2,262 —9) — 43,223(2)
7 plus Ontario and 5 14 7 39 25 44 plus
Puerto Rico Ontario and
Puerte Rico
Our TRS and a Our TRS. Our TRS. Our TRS. Subsidiary Subsidiary
subsidiary of of TA. of TA.
InterContinental, 9 1
Subsidiaries of Subsidiaries of Subsidiary of Subsidiary of TA. TA.
InterContinental, InterContinental. Hyatt. Cau'!sl‘t’Ji ”
$512,300 $230,649 $309,850 $211,309 $1,747,962 $654,288 $6,217,415
$36,872(6) $36,872(6) — — — —_ $169,344
2029 2030 2030 2030 2022 2024 2010-2031
(average
16 years)
2 for 15 years 2 for 15 years 2 for 15 years 2 for 15 years N/A 2 for 15 years
each. each. each. each. each
$42,873 $20,306 $23,050 $11,890 $155,713(10) $62,225 $559,147
$3,458(7) $1,750(7) 50% of cash flow  50% of cash flow — —_ $16,381
in excess in excess
of minimum of minimum
return.(8) return.(8)
7.5% of revenues 7.5% of revenues — — 3% of 3% of
above 2006 above 2006 non-fuel non-fuel
Tevenues. revenues. revenues and revenues and
3% of fuel 3% of fuel
revenues revenues
above 2011 above 2012
revenues. revenues.
1.33x 1.39%x 0.54x 1.63x 1.39%x(11) 1.14x(11) 0.54x-1.63x
1.37x 1.51x 0.80x 1.36x 1.47x 1.3x 0.80x-151x
.. Limited guarantee  Limited guarantee Limited guarantee Limited guarantee  TA parent TA parent
provided by provided by provided by  provided by Carlsen.  guarantee. guarantee.
InterContinentat. InterContinental. Hyatt.

(1)  Amounis exclude expenditures made from FF&E reserves funded from hotel operations, but includes amounts funded by us separately from hotel operations.

(2)  Renewal options may be exercised by the tenant or manager (when the property is leased to our TRS) for all, but not less than all, of the hotels within each

combination of properties.

(3) Each management agreement or lease provides for payment to us of an annual minimum return or minimum rent, respectively. Hotel management fees are
generally subordinated to these minimum payment amounts and certain minimum payments are subject to full or limited guarantees.

(4)  Certain of our management agreements and leases provides for payment to us of a percentage of increases in total sales over base year levels. Percentage returns
under our management agreements are payable to us only to the extent of available cash flow, as defined in the agreements. The payment of percentage rent
under our leases is not subject to available cash flow.

{5)  We define coverage as total property sales minus all property level expenses which are not subordinated to minimum payments to us and the required FF&E
reserve contributions (which data is provided to us by our operators or tenants), divided by the minimum return or minimum rent payments due to us. For some
combinations, amounts have been calculated using data for periods prior to our ownership of certain properties and prior to commencement of operating

agreenments.

(6} A single $36,872 deposit secures InterContinental’s obligations under the InterContinental No. 1, No. 3 and No. 4 portfolios.

(7} These agreements provide for annual additional return payment to us of the amounts stated to the extent of available cash flow after payment of operating costs,
funding of the FF&E reserve, payment of our minimum return and payment of certain management fees.

(8) These agreements provide for payment to us of 50% of available cash flow after payment of operating costs, funding the FF&E reserve, payment of our minimum

return and reimbursement to the managers of working capital and guaranty advances, if any.

(9) 18 of the TA properties include a hotel. The rooms associated with these hotels have been excluded from total hotel rooms.

{10) The amount of minimum rent payable to us by TA is scheduled to increase to $158,962, $162,625, $166,638, $171,613 and $176,620 in 2008, 2009, 2010, 2011 and
2012, respectively. The annual straight line rent for GAAP purposes is $171,389,

{11) Represents data for the 12 months ended September 30, 2007. Data for the period ended December 31, 2ﬂ07 is not currently available from our tenant, TA.
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The following tables summarize the operating statistics, including occupancy, ADR and RevPAR, reported to us

by our hotel operators by management agreement or lease for the periods indicated:

Management Agreement/Lease

ADR

InterContinental (no.
InterContinental (no. 2)
InterContinental (no.
InterContinental (no.

4)(3)

Marriott (no. 1) ... .o
Marriott (no. 2) . ... .. . e
Marriott (no. 3) ................%" e

Marriott (no. 4) . ............... "‘.j .................

Hyatt....................... m ................

Carlson ... ......vrrriinen. 0 i”.‘ ................
ufl .-

Total/Average . . . .............. T

Occupancy

InterContinental {no.
InterContinental {no.
InterContinental (no.
InterContinental (no.

493)

Marriott (no. 1) . .. ... o i e
Marriott (n0. 2) ... ... e
Marriott (n0. 3) . ... ... ..o i
Marriott (0. 4) .. ... o e
Hyatt. . ... e
Carlson .. ... ... i

Total AVEIage . . . ottt e e e

RevPAR

InterContinental (no.
InterContinental (no.
InterContinental (no.
InterContinental (no.

40)

Marriott (no. 1) . ...... ... ..
Marriott (no. 2) . ....... ... .. . .
Marriott (no. 3) .. ....... ... ..
Marriott (no. 4) .. ... .. . e s
Hyatt. ... e
Carlson .. ... .. e

Total/AVerage . . .. o oot e e

No. of No. of
Hotels Rooms/Suites 2007(1) 2006{1) Change

31 3,844 $110.47 $104.38 5.8%
76 9,220 69.81 66.50 5.0%
14 4,139 14179 13449 5.4%
10 2,937 109.64  101.22 8.3%
53 7,610 123.67 117.76 5.0%
18 2,178 119.69 112.81 6.1%
35 5,382 116.65 110.34 5.7%
19 2,756 11647 11474 1.5%
24 2,895 95.45 82.02 16.4%
12 2,262 99.58 92.73 7.4%

292 43,223 $107.18 $101.04 6.1%
3 3,844 75.9% 76.09% —0.1 pts
76 9,220 74.5% 757% —1.2pts
14 4,139 768% 751% 1.7 pts
10 2,937 68.6% 71.8% -—3.2pts
53 7,610 69.2% 69.3% 0.1 pts
18 2,178 76.5% 79.9% —3.4 pts
35 5,382 75.7% 75.4% 0.3 pts
19 2,756 73.0% 73.2% -—0.2 pts
24 2,895 58.8% 61.1% -—23pts
12 2,262 67.0% 63.5% 34 pts

292 43,223 T22% 12.6% —0.4pts
31 3,844 $ 8385 § 79.33 5.7%
76 9,220 52.01 50.34 3.3%
14 4,139 108.89 101.00 7.8%
10 2,937 75.21 72.68 3.5%
53 7,610 85.58 81.61 4.9%
18 2,178 91.56 90.14 1.6%
35 5,382 88.30 83.20 6.1%
19 2,756 85.02 83.99 12%
24 2,895 56.12 50.11 12.0%
12 2,262 66.72 58.98 13.1%

292 43,223 $ 7738 § 73.36 5.5%

(1) Includes data for the calendar year indicated, except for our Marriott branded hotels, which include data for
comparable fiscal periods.

(2) Excludes operating statistics of one hotel which was closed from May 2005 through May 2006 due to fire damage
and a newly developed hotel acquired in April 2006.

(3) Includes data for periods prior to our ownership of certain hotels.

(4) Includes data for periods hotels were not operated by the current manager.
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SEASONALITY

Our hotels and travel centers have historically experienced seasonal differences typical of their industries with
higher revenues in the second and third quarters of calendar years compared with the first and fourth quarters. This
seasonality is not expected to cause material fluctuations in our income or cash flow because our contractual
management agreements and leases require our managers and tenants to make the substantial portion of our return
payments and rents to us in equal amounts throughout a year. Seasonality may affect our hotel operating revenues,
but we do not expect seasonal variations to have a material impact upon our financial results of operations or upon
our managers’ or tenants’ ability to meet their contractual obligations to us.

IMPACT OF INFLATION

Inflation might have both positive and negative impacts upon us. Inflation might cause the value of our real
estate investments to increase. In an inflationary environment, the percentage returns and rents which we receive
based upon a percentage of gross revenues should increase. Offsetting these benefnts, inflation mlght cause our costs
of equity and debt capital and other operating costs to increase. An increase in our capital costs or in our operating
costs will result in decreased earnings unless it is offset by increased revenues. In periods of rapid inflation, our
managers’ ot tenants’ operating costs may increase faster than revenues and this fact may have an adverse impact
upon us if the operating income from our properties becomes insufficient to pay our returns or rents. To mitigate the
adverse impact of insufficient income at our properties, all of our operating agreements contain security features,
such as security deposits or guarantees of our returns or rents. To mitigate the adverse impact of increased costs of
debt capital in the event of material inflation, we may enter into interest rate hedge arrangements in the future; the
decision to enter into these agreements will be based on the amount of our floating rate debt outstanding, our belief
that material interest rate increases are likely to occur and upon requirements of our borrowing arrangements.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK (dollar amounts in thousands)

We are exposed to risks associated with market changes in interest rates. We manage our exposure to this market
risk by monitoring available financing alternatives. Our strategy to manage exposure to changes in interest rates is
unchanged from December 31, 2006. Other than as described below, we do not foresee any significant changes in our
exposure to fluctuations in interest rates or in how we manage this exposure in the near future.

As of December 31, 2007, our outstanding publicly tradable debt consisted of eight issues of fixed rate, senior
unsecured notes and one issue of fixed rate convertible senior notes:

Annual Annual Interest
Principal Balance Interest Rate __ Fxpense Maturity Interest Payments Due

$ 150,000 7.000% $ 10,500 2008 Semi-Annually
50,000 9.125% 4,563 2010 Semi-Annually
125,000 6.850% 8,563 2012 Semi-Annually
300,000 6.750% 20,250 2013 Semi-Annually
300,000 5.125% 15,375 2015 Semi-Annually
275,000 6.300% 17,325 2016 Semi-Annually
300,000 5.625% 16,875 2017 Semi-Annually
350,000 6.700% 23,450 2018 Semi-Annually
575,000 3.800% 21,850 2027(1) Semi-Annually

$ 2,425,000 $138,751

(1) The convertible senior notes are convertible if certain conditions are met (including certain changes in control)
into cash equal to the principal amount of the notes and, to the extent the market price of our common shares
exceeds the initial exchange price of $50.50 per share, subject to adjustment, either cash or our common shares
at our option with a value based on such excess amount. Holders of our convertible senior notes may require us
to repurchase all or a portion of the notes on March 20, 2012, March 15, 2017, and March 15, 2022, or upon the
occurrence of certain change in control events.

Except as described in the footnote to the table above, ng principal repayments are due under these notes until
maturity. Because these notes bear interest at fixed rates, changes in market interest rates during the term of this
debt will not affect our operating results. However, if at maturity these notes were refinanced at interest rates which
are 10% higher than shown above, our per annum interest cost would increase by approximately $13,875. Changes in
market interest rates also affect the fair value of our debt obligations; increases in market interest rates decrease the
fair value of our fixed rate debt while decreases in market interest rates increase the fair value of our fixed rate debt.
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Based on the balances outstanding at December 31, 2007, and discounted cash flow analyses, a hypothetical
immediate 10% change in interest rates would change the fair value of our fixed rate debt obligations by
approximately $90,557. Change in the trading price of our common shares may also affect the fair value of our
$575,000 of convertible senior notes.

Each of these fixed rate unsecured debt arrangements allows us to make repayments earlier than the stated
maturity date. We are generally allowed to make prepayments only at face value plus a premium equal to a
make-whole amount, as defined, which is generally designed to preserve a stated yield to the note holder. These
prepayment rights may afford us the opportunity to mitigate the risk of refinancing at maturity at higher rates by
refinancing prior to maturity.

At December 31, 2007, we had one mortgage payable secured by one hotel, with a fixed rate of 8.3% that
matures on July 1, 2011, This note requires principal and interest payments through maturity pursuant to an
amortization schedule and contains a provision that allows us to make repayment at a premium to face value.

Our revolving credit facility bearsl 1Pterest at floating rates and matures in October 2010. We can extend the
maturity for one year for a fee. At December 31, 2007, we had $158,000 outstanding and $592,000 available for
drawing under our revolving credit facnl‘lty Repayments under this agreement may be made at any time without
penalty. We borrow in U.S. dollars and borrowings under these agreements are subject to interest at LIBOR plus a
premium. Accordingly, we are vulnerable to changes in U.S. dollar short term interest rates, specifically LIBOR, A
change in interest rates would not affect the value of this floating rate debt but would affect our operating results.
For example, the interest rate payable on our outstanding indebtedness of $158,000 under our revolving credit facility
was 5.41% per annum at December 31, 2007. The following table presents the impact a 10% change in interest rates
would have on our weighted average floating rate interest expense as of December 31, 2007:

Impact of Changes in Interest Rates
Interest Rate Total Interest

Per Year QOutstanding Debt  Expense Per Year
At December 31,2008 ...................... 5.41% $158,000 $8,548
10% INCTEASE - . o v vt 5.95% $158,000 $9,401
10% reduction . ... ... .. . i 4.87% $158,000 $7,695

The foregoing table shows the impact of an immediate change in floating interest rates. If interest rates were to
change gradually over time, the impact would be spread over time. Qur exposure to fluctuations in floating interest
rates will increase or decrease in the future with increases or decreases in the outstanding amount under our
revolving credit facility or Acquisition Facility.

WARNING CONCERNING FORWARD LOOKING STATEMENTS

THIS ANNUAL REPORT CONTAINS STATEMENTS WHICH CONSTITUTE FORWARD LOOKING
STATEMENTS WITHIN THE MEANING OF THE PRIVATE SECURITIES LITIGATION REFORM ACT
OF 1995 AND OTHER FEDERAL SECURITIES LAWS. THESE FORWARD LOOKING STATEMENTS
APPEAR IN A NUMBER OF PLACES IN THIS ANNUAL REPORT AND INCLUDE BUT ARE NOT
LIMITED TO STATEMENTS REGARDING OUR INTENT, BELIEF OR EXPECTATION, OR THE INTENT,
BELIEF OR EXPECTATION OF OUR TRUSTEES AND OFFICERS WITH RESPECT TO:

* OUR MANAGERS’ OR TENANTS’ ABILITY TO PAY RETURNS OR RENT TOQ US;

* OUR ABILITY TO PURCHASE ADDITIONAL PROPERTIES;

+ OUR INTENT TO REFURBISH CERTAIN OF OUR PROPERTIES;

OUR ABILITY TO PAY INTEREST AND DEBT PRINCIPAL AND MAKE DISTRIBUTIONS;
QUR POLICIES AND PLANS REGARDING INVESTMENTS AND FINANCINGS;

OUR TAX STATUS AS A REAL ESTATE INVESTMENT TRUST;

+ OUR ABILITY TO APPROPRIATELY BALANCE THE USE OF DEBT AND EQUITY AND TO RAISE
CAPITAL;

* LITIGATION AFFECTING US; AND
* OTHER MATTERS.

*
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ACTUAL RESULTS MAY DIFFER MATERIALLY FROM THOSE CONTAINED IN OR IMPLIED BY THE
FORWARD LOOKING STATEMENTS AS A RESULT OF VARIOUS FACTORS. SUCH FACTORS INCLUDE,
WITHOUT LIMITATION:

+ THE IMPACT OF CHANGES IN THE ECONOMY AND THE CAPITAL MARKETS (INCLUDING THE

»

FOR EXAMPLE:

RECENT CHANGES IN THE CAPITAL MARKETS) ON US AND OUR MANAGERS AND TENANTS;

COMPLIANCE WITH AND CHANGES TO LAWS AND REGULATIONS AFFECTING THE REAL
ESTATE, HOTEL, TRANSPORTATION AND TRAVEL CENTER INDUSTRIES;

DISCOVERY AND JUDICIAL DECISIONS DURING LITIGATION; AND

COMPETITION WITHIN THE REAL ESTATE, HOTEL AND TRAVEL CENTER INDUSTRIES
GENERALLY AND AMONG REITS. L,
W}

IF THE AVAILABILITY OF DEBT CAPITAL MARKET REMAINS l'iiESTRICI'ED OR BECOMES
MORE RESTRICTED, WE MAY BE UNABLE TO REFINANCE OR REPAY OUR DEBT
OBLIGATIONS WHEN THEY BECOME DUE OR ON TERMS WHICH ARE AS FAVORABLE AS WE
NOW HAVE.

HOTEL ROOM DEMAND IS USUALLY A REFLECTION OF THE GENERAL ECONOMIC ACTIVITY
IN THE COUNTRY; AND IF HOTEL ROOM DEMAND BECOMES DEPRESSED BECAUSE OF A
GENERAL SLOWING OF THE ECONOMY, THE OPERATING RESULTS OF OUR HOTELS MAY
DECLINE, THE FINANCIAL RESULTS OF OUR MANAGERS AND TENANTS MAY DECLINE AND
OUR OPERATORS AND TENANTS MAY BE UNABLE TO PAY OUR RETURNS OR RENTS.

A SLOWING OF THE ECONOMY GENERALLY MAY RESULT IN LESS DEMAND FOR SERVICES
AT OUR TRAVEL CENTERS; IF TRUCKING ACTIVITY DECLINES, OUR TRAVEL CENTER
TENANTS MAY BECOME UNABLE TO PAY OUR RENTS;

LITIGATION AFFECTING US MAY HAVE RESULTS DIFFERENT THAN WE NOW ANTICIPATE;
AND

WE MAY BE UNABLE TO IDENTIFY PROPERTIES THAT WE WANT TO ACQUIRE OR TO
NEGOTIATE ACCEPTABLE PURCHASE PRICES, AQCUISITION FINANCING TERMS,
MANAGEMENT AGREEMENTS OR LEASE TERMS FOR NEW PROPERTIES.

THESE UNEXPECTED RESULTS COULD OCCUR FOR MANY DIFFERENT REASONS, SOME OF
WHICH, SUCH AS NATURAL DISASTERS OR CHANGES IN OUR MANAGERS’ OR TENANTS’
REVENUES OR COSTS, OR CHANGES IN CAPITAL MARKETS OR THE ECONOMY GENERALLY, ARE
BEYOND OUR CONTROL.

OTHER RISKS MAY ADVERSELY IMPACT US.
FORWARD LOOKING STATEMENTS ARE NOT GUARANTEED TO OCCUR AND MAY NOT OCCUR.
YOU SHOULD NOT PLACE UNDUE RELIANCE UPON FORWARD LOOKING STATEMENTS.

EXCEPT AS REQUIRED BY LAW, WE UNDERTAKE NO OBLIGATION TO UPDATE OR RELEASE
ANY FORWARD LOOKING STATEMENTS AS A RESULT OF NEW INFORMATION, FUTURE EVENTS OR
OTHERWISE.
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MANAGEMENT REPORT ON ASSESSMENT OF INTERNAL CONTROL OVER FINANCIAL REPORTING

We are responsible for establishing and maintaining adequate internal control over financial reporting. Qur
internal control system is designed to provide reasonable assurance to our management and board of trustees
regarding the preparation and fair presentation of published financial statements. All internal control systems, no
matter how well designed, have inherent limitations. Therefore, even those systems determined to be effective can
provide only reasonable assurance with respect to financial statement preparation and presentation.

Our management assessed the effectiveness of our internal control over financial reporting as of December 31,
2007. In making this assessment, it used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission in Internal Control—Integrated Framework, Based on our assessment, we believe that, as of
December 31, 2007, our internal control over financial reporting is effective.

Ernst & Young LLP, the 1ndependent registered public accounting firm that audited our 2007 consolidated
financial statements included in this AJnnual Report, has issued an attestation report on our internal control over
financial reporting. Its report appears, elsewhere herein.

B
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Trustees and Shareholders of Hospitality Properties Trust:

We have audited the accompanying consolidated balance sheets of Hospitality Properties Trust as of
December 31, 2007 and 2006, and the related consolidated statements of income, shareholders’ equity, and cash flows
for each of the three years in the period ended December 31, 2007. These financial statements are the responsibility
of the Company's management. Qur responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An ‘audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis 131 our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Hospitality Properties Trust at December 31, 2007 and 2006, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended December 31, 2007, in conformity with
U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Hospitality Properties Trust’s internal control over financial reporting as of December 31, 2007, based
on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated February 21, 2008 expressed an unqualified opinion

thereon.
Sanct ¥ LLP

Boston, Massachusetts
February 21, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Trustees and Shareholders of Hospitality Properties Trust:

We have audited Hospitality Properties Trust’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission {the COSO criteria). Hospitality Properties Trust’s management is
responsible for maintaining effective internal control over financial reporting, and for its assessment of the
effectiveness of internal control over financial reporting under the heading Management Report on Assessment of
Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit included
obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable hasis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reascnable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have a material effect on the financial statements,

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

In our opinion, Hospitality Properties Trust maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the 2007 consolidated financial statements of Hospitality Properties Trust and our report dated

February 21, 2008 expressed an unqualified opinion thereon.
M v LLP

Boston, Massachusetts
February 21, 2008

22




HOSPITALITY PROPERTIES TRUST
CONSOLIDATED BALANCE SHEET

(dollars in thousands, except share data)

ASSETS
Real estate properties, at cost:
Land . . e e e e
Buildings, improvements and equipment . . ......... ... ... .0 e

Accumulated depreciation .. ... . ... .o e

) 16
Cashand cashequivalents . ........... ... ... . .. i L T
Restricted cash (FF&E escrow) ... ... b,

OHher ASSELS, e . . o v ittt e i et et e e e e e e

LIABILITIES AND SHAREHOLDERS’ EQUITY
Revolving credit facility . ... ... o s
Senior notes, net of discounts ... ....... .. ... . . e e
Convertible senior MOLES . . .. . .. o\ttt
Mortgage payable .. ... .. . e
Security deposits . . . .. o e
Dividends payable . . ... ..o e e
Accounts payable and other liabilities . . ... ... ... ... . .. o i
Duetoaffiliate . .. ... ... .. e e

Total Habilities . ... ..ttt e e e e e e e e e e e e e e

Commitments and contingencies
Shareholders’ equity:
Preferred shares of beneficial interest, no par value, 100,000,000 shares authorized:
Series B preferred shares; 8%% cumulative redeemable; 3,450,000 shares issued and
outstanding, aggregate liquidation preference $86,250 . .....................
Series C preferred shares; 7% cumulative redeemable; 12,700,000 shares and none
issued and outstanding, respectively, aggregate liquidation preference $317,500 . . . .
Common shares of beneficial interest; $0.01 par value; 150,000,000 shares authorized,
93,892,719 and 86,284,251 shares issued and outstanding, respectively ............
Additional paid-in capital . .. ........ .. .. e
Cumulative net INCOME . . . ... .t it i e ot ittt ittt e sttt i e e
Cumulative preferred distributions .. ........ .. . . . e
Cumulative common distributions . . . . ... -« .ottt i e

Total shareholders’ equity . .......... .. .. i i

As of December 31,

2007 2006

$1,377,520 $ 582,562
4,818,711 3,436,219

6,196,231 4,018,781
(849,470)  (702,513)

5,346,761 3,316,268
23,401 553,256
28,134 27,363

281,011 60,576

$ 5,679,307 $ 3,957,463

$ 158,000 $ —
1,842,756 1,196,130
575,000 —
3,635 3,700
169,406 185,366
4,754 1,914
134,705 119,536
4,617 3277

2,892,873 1,509,923

83,306 83,306
306,833 —
939 863

3,048881 2,703,687
1,711,079 1,380,111

(93,761)  (66,992)

(2,270,843)  (1,653,435)

2,786,434 2,447,540

$ 5,679,307 § 3,957,463

The accompanying notes are an integral part of these financial statements.
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HOSPITALITY PROPERTIES TRUST
CONSOLIDATED STATEMENT OF INCOME

(in thousands, except per share data)

Year ended December 31,

2007 2006 2005
Revenues:
Hotel operating revenues . . ... ... ... .. ittt $ 941,455 § 879324 $682,541
Rental income: ‘
Minimum rent . ... ... . . . 310,764 115,461 110,869
Percentage rent ... ....... ..t e 6,055 5,188 3,463
316,819 120,649 114,332
FF&E 1eserve inCOME . ... oo i ittt et et et et 22,286 20,299 19,767
Interest INCOME . . ... ... e e 4,919 2,674 1,373
Total revenues . ... .. e e 1,285,479 1,022946 818,013
Expenses:
Hotel operating expenses . . ... ... ... . . i e 657,000 618,334 476,858
Interest (including amortization of deferred financing costs of $3,659, $2,584
and $2,894, respectively) . . ... ... ... e 140,517 81,451 65,263
Depreciation and amortization . .. ...... ...ttt e 216,688 141,198 127,242
General and administrative . . . . .. ... L L e 37,223 25,090 22,514
Loss on asset impairment . . . ......... ... . e, 1,332 — 7,300
TAspinoff costs . . ... ... e 2,711 — —
Total EXPenSes . ... e e e e e 1,055,471 866,073 699,177
Income before income taxes. . . ......... ..., R 230,008 156,873 118,836
INCOmE tax EXPENSE . . . . . . oottt sttt e e e e e e (2,191) {372) (57)
Income from continuing operations . .......... .. ... .o, 227,817 156,501 118,779
Discontinued operations:
Income from discontinued operations .. ........ 0. 7,440 12,538 11,124
Gain on sale of real estate used by discontinued operations . ............. 95,711 —_ —
Net Income . .. .. e e 330,968 169,039 129,903
Preferred distributions . . . .. ... ... . . . e 26,769 7,656 7,656
Net income available for common shareholders. . .. ..................... $ 304,199 § 161,383 $122,247
Weighted average common shares outstanding . ........................ 93,109 73,279 69,866
Basic and diluted earnings per common share:
Income from continuing operations available for common shareholders. . . . . . $ 216 § 203§ 159
Income from discontinued operations available for common shareholders .... § 111 § 017 $ 016
Net income available for common shareholders . . ..................... $ 327 § 220 § 175

The accompanying notes are an integral part of these financial statements.
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HOSPITALITY PROPERTIES TRUST
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY
(in thousands, except share data)

Preferred Shares Common Shares
Series B Serles C Cumulative Cumulative  Additional
Number of Preferred Number of Preferred  Preferred Number of C Ci Paid-in Cumulative

Shares Shares Shares Shares  Distributions Shares Shares  Distributions  Capital Net Income Total

Balance at December 31,

004 ... ... .. ... 3,450,000 $83,306 — 3 —  $(51,680) 67,203,228 $672  ${1,287,530) $1,859,936 $1,081,169 $1,685,873
Issuance of shares, net . . .. — — — — — 4,700,000 47 — 199,186 — 199,233
Common share grants . . . . . _ —_ -—_ _ —_ 17,350 — — 761 — 761
Redemption of preferred

shares . ... ......... — — — — — —_ — — —_ —_ —_
Netincome ........... — —_ —_ — — — — — - 129,903 129,503
Distributions . . ........ — — — — {7,656) — — (152,659) — —  (160,315)
Balance at December 31,

2005 ... ... 3,450,000 83,306 — _ (59,336) 71,920,578 719 (1,440,189) 2,059,883 1,211,072 1,855,455
Issuance of shares, net . . .. —_— — — _ — 14,300,000 143 — 641,509 —_ 641,652
Common share grants . . . . . — — — — —_ 63,673 1 — 2,295 _ 2,296
Netincome ........... — — — — — — — —_ —_ 169,039 169,039
Distributions . ......... — — — —  (7,656) S — (213,246) - —  (220902)
Balance at Decemnber 31,

206 ... ... ... ... 3,450,000 83,306 — — (66,992) 86,284,251 863 (1,653,435) 2,703,687 1,380,111 2,447,540
Issuance of shares, net . . .. — — 12,700,000 306,833 — 7,550,000 75 —_ 343,376 — 650,284
Commeon share grants . . . . . — —_ — —_ —_ 58,468 1 — 1,818 —_ 1,819
Netincome ........... — — — — — — —_ — — 330,968 330,968
Distrbutions . ......... — — — — {26,769) — — (280,158) - —  (306,927)
Distributionof TA . . . .. .. _ — — _ _ —_ — {337,250) — — (337,250
Balance at December 31,

2007 . ... o 3,450,000 $83,306 12,700,000 $306,833  $(93,761) 93,892,719 3939  $(2,270,843) $3,048,881 $1,711,079 $2,786,434

The accompanying notes are an integral part of these financial statements.
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HOSPITALITY PROPERTIES TRUST
CONSOLIDATED STATEMENT OF CASH FLOWS

(in thousands)

Year ended December 31,

2007 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES: ‘
TV 1ol 1 o T $ 330968 $ 169,039 § 129,903
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and amortization . . . .. .. .o e e e 218,319 144,404 131,792
Amortization of deferred financing costs asinterest . . .. .......... .. . i, 3,659 2,584 2,394
Straight line rent adjustments . .. .. ... . e e e (15,851) (113) _
Other non-cash {(income) expense, Ret. . . . ... .. ... ... ... ... . .. ... ... (4,363) (2,969) (2,952)
FF&E reserve income and deposils . .. .. ottt e e e e, (57,912) (46,095) (32,338)
Gain on sale of real estate used by discontinued operations. . . ..................... (95,711) — —
Loss on asset impaiTment . . ... . . ..ttt i i e e 1,332 — 7,300
Changes in assets and liabilities:
Increase inother assets . .. ... .. ... .t i i i s (14,089) (2,488) (1,091)
Increase in accounts payable andother . . ....... ... ... .. ... . . . oo 19,147 5,462 6,492
Increase indue to affiliate . .. .. ... 0 i i e e e e 2,730 1,729 306
Cash provided by operating activities . ... ... ... ... ... ... oo o o, 388,229 271,553 242,306
CASH FLOWS FROM INVESTING ACTIVITIES:
Real estate acquiSitions . . . . . ... .ottt e e (2,629,215)  (320,776)  (443,104)
FF&E reserve fundings . .. .. .. e e e e (64,241) (72,556) (45,390)
Real estate acquisition deposit ... ... .. . ... i e e e — — (10,000)
Sale of real estate used by discontinued operations . . .. ........ ... ... o oL 205,350 — —
Increase (decrease) in security deposits ... .. ... . . i i e e e {15,960) 2 10,000
Proceeds fromsale of real estate . . . .. .. ... . i e e — — 3,227
Cash used in investing activities . . . . . .. v vttt n it e e e it e i s (2,504,066)  (393,330)  (485,267)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common shares, net .. .. ... ... ... L 343,451 641,652 199,233
Proceeds from issuance of preferred shares, net . . ... . ... ... ... . L o i, 306,833 — —
Issuance of senior notes, net of discount . . . . . .. ... ... . . ... e 645,843 273,974 299,442
Issuance of convertible senior notes, netof discount . . ... .. ... ... . e oo 575,600 — —
Draws on revolving credit facility .. .. .. ... ... Lo 1,022,000 511,000 319,000
Repayments of revolving credit facility . . ... .. ... . i (864,000}  (546,000)  (356,000)
Draws oninterim credit facility . . . . . .. ... ... . e e e 1,400,000 — —
Repayments of interim credit facility . .......... .. .. . . .. e (1,400,000} — —
Deferred finance costs incurred . . . .. ... e e (17,892} (3,259 (7,339)
Distributions to preferred shareholders. . . ... . ... .. . . e (23,929) (7,656) (7,656)
Distributions to common shareholders . . ......... ... ... ... . o i (280,158)  (213,246) (201,045)
Distribution of TA to common sharcholders . . ... ... ... ... ... .. . oL (121,166} — —
Cash provided by financing activities . . . . . . . .. 0 e 1,585,982 656,465 245,635
Increase (decrease) in cash and cash equivalents . . . ... .. ... ... . ... ... . L . (529,855) 534,688 2,674
Cash and cash equivalents at beginning of year . . . . . .. ... ... ... o i o, 553,256 18,568 15,894
Cash and cash equivalents atend of year. . .. ... ... ... ... . . e $ 23401 $553256 § 18,568
SUPPLEMENTAL INFORMATION:
Cash paid fOT INEETESt . . . . . .ot et e e e st e e e e $ 119200 $ 78,157 § 56,597
NON-CASH INVESTING ACTIVITIES:
Property managers deposits in FF&E reserve. . . . . .. ... ... . i 58,668 44,946 31,056
Purchases of fixed assets with FF&E reserve . . . . . .. .. ... ...ttt (122,138)  (116,129) {76,860}
NON-CASH FINANCING ACTIVITIES:
Issuance of common shares . . . .. .. .. ... ... e e e 1,819 2,296 761
Distribution of net assets of TravelCenters of America LLC . . . ... ... ... .. ... . ..... (216,084) — —

The accompanying notes are an integral part of these financial statements.
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. HOSPITALITY PROPERTIES TRUST

| NOTES TO FINANCIAL STATEMENTS
December 31, 2007
(dollars in thousands, except per share data)

1. Organization

Hospitality Properties Trust, or HPT, we or us, is a real estate investment trust, or REIT, organized on
February 7, 1995, under the laws of the State of Maryland, which invests in real estate used in hospitality industries.

At December 31, 2007, HPT, directly and through subsidiaries, owned 292 hotels and 185 travel centers. At
December 31, 2007, our properties were leased to and or operated by subsidiaries of the following companies: Host
Hotels & Resorts, Inc., or Host; Marriott International, Inc., or Marriott; InterContinental Hotels Group, ple, or
InterContinental; Barcelo Crestline Corporation, or Barcelo Crestline; Global Hyatt Corporation, or Hyatt; Carlson
Hotels Worldwide, or Carlson; and TravelCenters of America, LLC, or TA. Hereinafter these hotel and travel center
operators are sometimes referred to as managers and/or tenants.

2. Summary of Significant Accounting Policies

Consolidation. These consolidated financial statements include the accounts of HPT and its subsidiaries, all of
which are 100% owned directly or indirectly by HPT. We have determined that each of our taxable REIT subsidiaries,
or TRSs, is a variable interest entity that must be consolidated because we are the primary beneficiary. All
intercompany transactions and balances have been eliminated.

Real Estate Properties. 'We record real estate properties at cost. We allocate the cost of real estate acquired
among building, land, furniture, fixtures and equipment, and, if applicable, the value of in-place leases, the fair
market value of above or below market leases and customer relationships. We depreciate real estate properties on a
straight line basis over estimated useful lives of up to 40 years for buildings and improvements and up to 12 years for
personal property and we amortize finite lived intangible assets over the shorter of their useful lives or the term of
the associated lease.

Intangible Assets and Liabilities. Intangible assets consist of acquired trademarks and tradenames and below
market ground leases. Intangible liabilities consist of acquired above market ground leases. We do not amortize our
indefinite life trademarks and tradenames, but we evaluate them for impairment. We amortize above and below
market ground leases on a straight line basis over the term of the lease (19 and 11 years on a weighted average basis
for intangible assets and liabilities, respectively). We include intangible assets in other assets and intangible liabilities
in accounts payable and other liabilities in the accompanying consolidated balance sheet. At December 31, 2007, our
intangible assets and liabilities were as follows:

Assets:
Tradenames and trademarks . . . .. ... e e e e e $142,600
Below market ground leases, net of accumulated amortization of $3,208........... 45,868
$188,468
Liabilities:
Above market ground leases, net of accumulated amortization of $2,492 ... ....... $ 8,158

We had no intangible assets or liabilities at December 31, 2006. For the year ended December 31, 2007,
amortization relating to intangible assets and liabilities were $3,284 and $1,206, respectively.
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HOSPITALITY PROPERTIES TRUST
NOTES TO FINANCIAL STATEMENTS (Centinued)
December 31, 2007

(dollars in thousands, except per share data)

2. Summary of Significant Accounting Policies (Continued)

As of December 31, 2007, amortization expense relating to intangible assets and liabilities is projected as follows:

Intangible Intangible
Assets Liabilities

2008 . e e e e $ 2744 § (865)
2009 ... e e e e 2,744 (734)
2000 .. e e e e e 2,744 (726)
2001 . e e e 2,744 (695)
2002 L e e e e e 2,744 (653)
Thereafter . ... ... ... it i e 32,148 (4,486)

$45,868  $(8,158)

Impairment of Long Lived Assets. 'We regularly evaluate whether events or changes in circumstances have
occurred that could indicate an impairment in the value of our long lived assets. If there is an indication that the
carrying value of an asset is not recoverable, we estimate the projected undiscounted cash flows of the asset to
determine if an impairment loss should be recognized. We determine the amount of an impairment loss by comparing
the historical carrying value of the asset to its estimated fair value. We estimate fair value by evaluating recent
financial performance and projecting discounted cash flows of properties using standard industry valuation techniques.
In addition to consideration of impairment upon the events or changes in circumstances described above, we regularly
evaluate the remaining lives of its long lived assets. If we change estimated lives, we allocate the carrying values of
affected assets over the revised remaining lives.

Cash and Cash Equivalents. 'We constder highly liquid investments with original maturities of three months or
less at date of purchase to be cash equivalents. The carrying amount of cash and cash equivalents is equal to its fair
value.

Restricted Cash. Restricted cash consists of amounts escrowed to fund periodic renovations and improvements at
our hotels.

Deferred Financing Costs. We capitalize costs incurred to borrow and we amortize that cost as interest expense
over the term of the related borrowing. Deferred financing costs were $25,352 and $10,335 at December 31, 2007 and
2006, respectively, net of accumulated amortization of $8,210 and $5,335, respectively, and are included in other
assets, net, in the accompanying consolidated balance sheet. Future amortization of deferred financing fees to be
recognized by us during the current terms of our loans as of December 31, 2007, are approximately $3,089 million in
2008, $3,063 million in 2009, $2,810 million in 2010, $1,918 million 2011, $1,909 million in 2012 and $12,563 million
thereafter.

Revenue Recognition. 'We report hotel operating revenues for managed hotels in our consolidated statement of
income. We generally recognize hotel operating revenues, consisting primarily of room, food and beverage sales when
services are provided. Our share of the net operating results of our managed hotels in excess of the minimum returns
due us, or additional returns, are generally determined annually. We recognize additional returns due to us under our
management agreements as income at year end when all contingencies are met and the income is earned. We
recognized additional returns of $24,181, $20,029 and $13,568 in 2007, 2006 and 2005, respectively.

We recognize rental income from operating leases on a straight line basis over the life of the lease agreements.
Rental income includes $15,851, $113, and $0 of adjustments necessary to record rent on the straight line basis in
2007, 2006 and 2005, respectively. Percentage rent due to us under our leases is generally determined annually and is
recognized as income at year end when all contingencies are met and the rent is earned. We recognized percentage
rental income of $6,055, $5,188 and $3,463 in 2007, 2006 and 2005, respectively.
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(dollars in thousands, except per share data)

2. Summary of Significant Accounting Policies (Continued)

We own all the capital expenditure reserves, or FF&E reserve escrows, for hotels leased to our TRSs and leased
to third parties. We do not report the amounts which are escrowed as FF&E reserves for hotels leased to our TRSs
as FF&E reserve income. We report deposits by our third party tenants into the escrow account as FF&E reserve
income.

Per Common Share Amounts. We compute per common share amounts using the weighted average number of
common shares outstanding during the period. We had no dilutive common share equivalents during the periods
presented,

Reclassifications. 'We reclassified prior year’s financial statements to conform to the current year's presentation.

Use of Estimates. The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires us to make estimates and assumptions that affect reported amounts. Actual
results could differ from those estimates.

Segment Information.  As of December 31, 2007, we have two reportable business segments: hotel and travel
center real estate investments. Prior to January 31, 2007, our only reportable segment was hotel real estate
investments.

Income Taxes. We have elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended
and, as such, are generally not subject to federal and most state income taxation on our operating income provided
we distribute our taxable income to our shareholders and meet certain organization and operating requirements. We
are subject to income tax in Canada, Puerto Rico and certain states despite our REIT status. Further, we lease our
managed hotels to our wholly owned TRSs that, unlike most of cur subsidiaries, file a separate consolidated tax
return and are subject to federal, state and foreign income taxes. Our consolidated income tax provision (or benefit)
includes the income tax provision (or benefit) related to the operations of our TRSs and certain state and foreign
income taxes incurred by us despite our REIT status.

New Accounting Pronouncement. In June 2006, the Financial Accounting Standards Board issued Interpretation
No. 48, “Accounting for Uncertainty in Income Taxes”, or FIN 48, FIN 48 prescribes how we should recognize,
measure and present in our financial statements uncertain tax positions that have been taken or are expected to be
taken in a tax return. Pursuant to FIN 48, we can recognize a tax benefit only if it is “more likely than not” that a
particular tax position will be sustained upon examination or audit. To the extent the “more likely than not” standard
has been satisfied, the benefit associated with a tax position is measured as the largest amount that is greater than
50% likely of being realized upon settlement. As required, we adopted FIN 48 effective January 1, 2007, and
concluded that the effect was not material to our consclidated financial statements. Accordingly, we did not record a
cumulative effect adjustment related to the adoption of FIN 48. Tax returns filed for the 2003 through 2007 tax years
are subject to examination by taxing authorities. We classify interest and penalties related to uncertain tax positions, if
any, in our financial statements as a component of general and administrative expense.

In September 2006, the Financial Accounting Standards Board, or FASB, issued Statement of Financial
Accounting Standards No. 157, “Fair Value Measurement”, or SFAS No. 157, which defines fair value, establishes a
framework for measuring fair value, and expands disclosures about fair value measurement. This statement is effective
for financial statements issued for fiscal years beginning after November 15, 2007. We are currently evaluating the
effect that the adoption of SFAS No. 157 will have on our consolidated financial statements; however, we do not
anticipate the effect, if any, will be material.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities”, or SFAS No. 159, which permits entities to choose to measure
many financial assets and financial liabilities at fair value. Unrealized gains and losses on items for which the fair
value option has been elected are reported in carnings. SFAS No. 159 is effective for fiscal years beginning after
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2. Summary of Significant Accounting Policies (Continued)

November 15, 2007. We are currently evaluating the effect that the adoption of SFAS No. 159 will have on our
consolidated financial statements; however, we do not anticipate the effect, if any, will be material.

3. Shareholders’ Equity

We reserved an aggregate of 3,128,791 shares of our common shares to be issued under the terms of the 1995
Incentive Share Award Plan and the 2003 Incentive Share Award Plan, collectively referred to as the Award Plans.
During the years ended December 31, 2007, 2006 and 2005, 23,290 common shares with an aggregate market value of
$950, 25,950 common shares with an aggregate market value of $1,224 and 15,850 common shares with an aggregate
market value of $698, respectively, were awarded to our officers and certain employees of our manager pursuant to
these plans. In January 2007, we issued 1,500 common shares with a market value of $71 to our two new trustees at
the time of their election as trustees. In addition, each of our trustees were awarded 750 common shares in 2007 with
an aggregate market value of $166 and 750 common shares each in 2006 with an aggregate value of $153, as part of
their annual fees. Our independent trustees were each awarded 750 common shares in 2005 with an aggregate market
value of $64, as part of their annual fees. The shares awarded to our trustees vest immediately. The shares awarded
to our officers and certain employees of our manager vest in three or five annual installments beginning on the date
of grant. Share awards are expensed over their vesting period and are included in general and administrative
expenses. At December 31, 2007, 2,740,838 of our commeon shares remain reserved for issuance under the Award
Plans.

Under the terms of our management agreement with Reit Management & Research LLC, or RMR, on
March 26, 2007, we issued 29,928 common shares in payment of an incentive fee of $1,390 for services rendered by
RMR during 2006.

In January 2007, we sold 1,800,000 of our common shares at a price of $47.51 per share in a public offering
pursuant to an over allotment option granted to the underwriters of our December 2006 common share offering. Net
proceeds from this sale of $81,775 (after underwriting and other offering expenses) were used to partially fund our
acquisition of TravelCenters of America, Inc., or TravelCenters (see Note 8).

In February 2007, we sold 5,750,000 of our common shares at a price of $47.67 per share in a public offering.
Net proceeds from these sales of $261,677 (after underwriting and other offering expenses) were used to reduce
barrowings under our $1,400,000 interim loan borrowing, or the Acquisition Facility (see Note 8).

In February 2007, we sold 12,700,000 Series C cumulative redeemable preferred shares at a price of $25.00 per
share in a public offering. Net proceeds from these sales of $306,833 (after underwriting and other offering expenses)
were used to reduce borrowings under our Acquisition Facility (see Note 8). Each of our Series C preferred shares
has a distribution rate of $1.75 per annum, payable in equal quarterly amounts, and a liquidation preference of $25.00
per share ($317,500 in aggregate). The Series C preferred shares are redeemable at our option for $25.00 each plus
accrued and unpaid distributions at any time on or after February 15, 2012.

Each of our 3,450,000 Series B cumulative redeemable preferred shares has a distribution rate of $2.21875 per
annum, payable in equal quarterly amounts, and a liquidation preference of $25.00 (386,250 in aggrepgate). Series B
preferred shares are redeemable at our option for $25.00 each plus accrued and unpaid distributions at any time on
or after December 10, 2007.

Cash distributions paid or payable by us to our common shareholders for the years ended December 31, 2007,
2006 and 2005, were $3.06 per share, $2.95 per share and $2.90 per share, respectively. Further, as described in
Note 8, in January 2007, we distributed all of the shares of our former subsidiary, TA, to our common shareholders.
The characterization for income tax reporting purposes of the distributions to our common shareholders in 2007 is as
follows: 45.05% ordinary income, 11.53% capital gain, 39.23% return of capital, and 4.19% un-recaptured
section 1250 gain. In 2006 and 2005, the characterization was 82.6% and 96.9% ordinary income, respectively, and
17.4% and 3.1% return of capital, respectively.
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4. Management Agreements and Leases

As of December 31, 2007, we owned 292 hotels and 185 travel centers which are grouped into twelve
combinations. We do not operate any of our properties. 201 of our hotels are leased to our TRSs and managed by an
independent hotel operating company and 91 are leased to third parties. Our ten hotel combinations are managed by
or leased to separate subsidiaries of hotel operating companies inctuding InterContinental, Marriott, Host, Barcelo
Crestline, Hyatt, and Carlson. Our hotel agreements have initial terms expiring between 2010 and 2031. Each of these
agreements is for a combination of between 10 and 76 of our hotels. The agreements contain renewal options for all,
but not less than all, of the affected properties, and the renewal terms total 20 to 40 years. Each agreement generally
requires the third party manager or tenant to: (i) make payments to us of minimum returns or minimum rents;

(ii) deposit a percentage of total hotel sales into reserves established for the regular refurbishment of our hotels, or
FF&E reserves; (iii) make payments to us of percentage returns or rent of 5% to 10% of increases in gross hotel
revenues over threshold amounts and/or, in certain circumstances, make payments to our TRSs of additional returns
based on increases in hotel operating income. Some of the third party managers or tenants have provided deposits or
guarantees to secure their obligation to pay us. Our 185 travel centers are leased to and operated by separate
subsidiaries of TA under two agreements. Our lease for 145 travel centers expires in 2022. Our lease for 40 travel
centers expires in 2024 and has two fifteen year renewal options. Both of the leases with TA require them to:

(i) make minimum payments to us of minimum rents; and (ii) pay us 3% of non-fuel revenue and .3% of fuel
revenues over threshold amounts to be established in 2011 and 2012 respectively and (iii) maintain the leased travel
centers, including structural and non-structural components. TA has provided guarantees of the tenants obligations
under the leases.

As of December 31, 2007, our management agreements and leases provide for minimum return payments or
minimum rents to be paid to us during the remaining initial terms as follows:

2008 . L e e e e e e $ 564,604
2000 . . e e e 568,679
2000 . .. e e e e 572,693
2000 . L e e e, 558,381
200 . e e e e e 563,438
Thereafter .. ... ... it 6,169,859

$8,997,654

As of December 31, 2007, the average remaining initial terms of our leases and management agreements,
weighted based on minimum returns or rents from third parties, was approximately 15.5 years, and the weighted
average remaining total term, including renewal options which may be exercised, was 38 years.

Our hotel operating agreements generally provide that, if necessary, we will provide our managers and tenants
funding for capital improvements to our properties in excess of amounts available in escrowed FF&E reserves. To the
extent that we make such additional fundings, our annual minimum returns or rent generally increase by a percentage
of the amount we fund. One of our leases with TA provides for us to fund up to $25 million annually for the first five
years of the lease for certain specified capital improvements to the leased travel centers. This funding is cumulative
and may be drawn by TA from us in subsequent years until December 2015. We will own all capital improvements
funded by us under this agreement. There will not be any adjustment in our minimum rent as we fund these amounts.
At December 31, 2007, we expect to provide funding for capital improvements at our hotels and travel centers of
approximately $129,000 in 2008.

We settled all our outstanding claims with Prime Hospitality Corp., or Prime, a former manager, arising from its
July 2003 lease default by entering a management agreement for our 24 AmeriSuites® hotels effective on January 1,
2004. The balance of the retained deposits and the value of other property received from Prime pursuant to this
settlement, totaling approximately $44,281, is being amortized into our income on a straight line basis over the initial
15 year term of the management contract for the affected hotels. The unamortized balance of $32,473 at
December 31, 2007, is included in accounts payable and other liabilities in the accompanying consolidated balance
sheet. In October 2004, Prime was sold to the Blackstone Group, or Blackstone. In January 2005, Blackstone sold the
AmeriSuites® brand and transferred operating responsibility for these hotels to Hyatt.
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5. Real Estate Properties

Our real estate properties, at cost, consisted of land of $1,377,520, buildings and improvements of $4,305,529 and
furniture, fixtures and equipment of $513,182, as of December 31, 2007; and land of $582,562, buildings and
improvements of $3,027,204 and furniture, fixtures and equipment of $409,015 as of December 31, 2006. In December
2007, our board of trustees authorized us to pursue the sale of three hotels. In connection with this decision, we
recorded a $1,332 loss on asset impairment to reduce the carrying value of one hotel to its estimated net realizable
value less costs to sell. The $15,767 carrying value of the hotels held for sale at December 31, 2007, is included in
other assets in the accompanying consolidated balance sheet. In February 2008, we sold one hotel with a carrying
value of $6,951 for net proceeds of approximately $7,644. During 2007, 2006 and 2005, we invested $64,241, $72,555
and $45,390, respectively, in certain of our properties that are leased to or managed by others, which resulted in
increases in our annual minimum returns and rents of $6,003, $6,981 and $2,384 in 2007, 2006 and 2005, respectively.

At December 31, 2007, 14 of our hotels were on leased land. In each case, the remaining term of the ground
lease (including renewal options) is in excess of 27 years, and the ground lessors are unrelated to us. Ground rent
payable under nine of the ground leases is generally calculated as a percentage of hotel revenues. 12 of the 14 ground
leases require minimum annual rents ranging from approximately $102 to $556 per year; future rents under two
ground leases have been pre-paid. 26 of our travel centers are on land leased partially or in its entirety. The
remaining terms on the leases range from two to 35 years with rents ranging from approximately $2 to $2,043 per
year. Generally payments of ground lease obligations are made by our managers or tenants. However, if a manager or
tenant did not perform obligations under a ground lease or did not renew any ground lease, we might have to
perform obligations under the ground lease or renew the ground lease in order to protect our investment in the
affected property. Any pledge of our interests in a ground lease may require the consent of the applicable ground
lessor and its lenders.

6. Indebtedness
At December 31, 2007 and 2006, our indebtedness was as follows:

As of December 31,

2007 2006

Senior Notes, due 2008 at 7% . . .. ... .o vviivu et $ 150,000 $ 150,000
Senior Notes, due 2010 at 9.125% . ....... .. ...... 50,000 50,000
Senior Notes, due 2012 at 6.85% . ... ............. 125,000 125,000
Senior Notes, due 2013 at 6.75% . . . . . .. ... .. ... .. 300,000 300,000
Senior Notes, due 2015 at 5.125% .. ... ... ... ... .. 300,000 300,000
Senior Notes, due 2016 at 6.3% ................. 275,000 275,000
Senior Notes, due 2017 at 5.625% . ... ............ 300,000 —
Convertible Senior Notes, due 2027 at 3.8% ........ 575,000 —
Senior Notes, due 2018at 6.7% ................. 350,000 —
Unamortized discounts . . . .......... ... (7,244) (3,870)

Total unsecured senior notes : 2,417,756 1,196,130
Unsecured revolving credit facility 158,000 —
Mortgage Note, due 2011 at 8.3% 3,635 3,700

$2,579,391 $1,199,830

All of our senior notes are prepayable at any time prior to their maturity date at par plus accrued interest plus a
premium equal to a make whole amount, as defined, generally designed to preserve a stated yield to the noteholder.
Interest on all of our senior notes is payable semi-annually in arrears.

We have a $750,000, interest only, unsecured revolving credit facility with a group of institutional lenders. Our
credit facility matures in October 2010 and may be extended at our option to October 2011 upon payment of an
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6. Indebtedness (Continued)

extension fee. Funds may be drawn, repaid and redrawn until maturity, and no principal payment is due until
maturity. The interest rate on drawings under the credit facility is LIBOR plus a spread (5.41% per annum at
December 31, 2007). As of December 31, 2007, we had $158,000 outstanding under our revolving credit facility and
$592,000 available to be drawn for acquisitions and general business purposes. During 2007, 2006 and 2005, the
weighted average interest rate on the amounts outstanding under our revolving credit facility was 5.9%, 5.6% and
4.2%, respectively.

In March 2007, we sold $575,000 of 3.8% convertible senior notes due 2027. Net proceeds from these offerings
of $562,525 (after placement and other offering expenses) were used to repay amounts outstanding under the
Acquisition Facility (see Note 8) and for general business purposes. The convertible senior notes are convertible if
certain conditions are met (including certain changes in control) into cash equal to the principal amount of the notes
and, to the extent the market price of our common shares exceeds the initial exchange price of $50.50 per share,
subject to adjustment, either cash or our common shares at our option with a value based on such excess amount,
Holders of our convertible senior notes may require us to repurchase all or a portion of the notes on March 20, 2012,
March 15, 2017, and March 15, 2022, or upon the occurrence of certain change in control events,

On March 12, 2007, we sold $300,000 of 5.625% senior notes due 2017. Net proceeds from this offering of
$296,468 (after placement and other offering expenses) were used to reduce borrowings under our Acquisition Facility
{see Note 8).

On September 24, 2007, we sold $350,000 of 6.7% unsecured senior notes due 2018. Net proceeds from this
offering of $344,226 (after underwriting and other offering expenses) were used to reduce borrowings under our
revolving credit facility.

Our revolving credit agreement and note indenture and its supplements contain financial covenants which, among
other things, restrict our ability to incur indebtedness and require us to maintain financial ratios and a minimum net
worth. We were in compliance with these covenants during the periods presented.

As of December 31, 2007 and 2006, the estimated aggregate fair values of our indebtedness were as follows:

As of December 31,

2007 2006
Revolving credit facility at 5.41% . ... ... o i e $ 158,000 $% —
Senior Notes, due 2008 at 7% . . . ... ..ot e 153,738 154,860
Senior Notes, due 2010 at 9.125% . . .. .. ottt e 55,582 57,263
Mortgage Note, due 2011 at 83% .......... ... ... iiiiunn.n. 4,254 4,279
Senior Notes, due 2012 at 6.85% . . . .. ..o ittt e 131,053 134,953
Senior Notes, due 2013 at 6.75% . . ... .o oottt 308,985 321,667
Senior Notes, due 2005 at 5.125% . . .. ... i e 278,414 292,082
Senior Notes, due 2016 at 6.3% . . . ... ot it 265,262 284,739
Senior Notes, due 2017 at 5.625% . . .. oo it e 277,600 —
Convertible Senior Notes, due 2027 at 3.8% . ........... ... ... ... 604,922 —
Senior Notes, due 2018 at 6.795 . . . . .ottt e e e e e 347,505 —

$2,585,315  $1,249,843

We estimate fair value of our indebtedness using discounted cash flow analysis and currently prevailing interest
rates.
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7. Income Taxes

Our provision for income taxes consists of the following:

For the years ended December 31,

2007 2006 2005

Current— Federal ........ ...t onnn $ 70 $ — $6
1) -1 1 =S e 1,410 225 —_

Foreign ....... oo 761 105 =

2,241 330 6

Deferred—Federal ........ ... ... . i — — —
State . ... .. e e — — —

Foreign . ....... ... . i . (50) 42 31

(50) 42 51

Income tax Provision . .. .......coveuervnrne o rons $2,191 $372 $57

A reconciliation of our effective tax rate and the U.S. Federal statutory income tax rate is as follows:

For the year ended December 31,

2007 2006 2005
Taxes at statutory U.S. federal income tax rate . ............ 35.0% 35.0% 35.0%
Nontaxable income of HPT ... ... ... ... .. . it (B5.0y%  (35.00% (35.0)%
State and local income taxes, net of federal tax benefit .. ... .. 4.2% 4.0% 3.9%
Alternative Minimum Tax ........... ... ... . 0.1% 0.0% 0.0%
FOreign taxes . .........ccceoumunnnuenenmanaannennn, 0.2% 0.1% 0.0%
Change in valuation allowance . .. ........ ... ... ... .. (0.5)% (1.0Y% (0.2)%
Other differences, net .. ... ...t e (B34)% {(2.9% (3.N%
Effective tax rate. . . ... ... oot 0.6% 02% 0.0%

Significant components of our deferred tax assets and liabilities are as follows:

For the year ended December 31,

2007 2006
Deferred tax assets:
Tax Credits . oo v e e e $§ 643 $ 101
Taxlosscarryforwards . ... ... ... ... il . 8,659 9,948
Other ..t i e e e i e e s 124 478
0,426 10,527
Valuation allowance: . ... ... ... .. i (9,426) (10,527)
Deferred tax liabilities:
Puerto Rico basis difference . . ......... ... ... ... .. ... {9,376) (9,426)
(9,376) (9,426)
Net deferred tax assets (liabilities) ... ................. ... $(9,376) $ (9,426)

Deferred tax liabilities are included in accounts payable and other liabilities in the accompanying consolidated
balance sheet.
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7. Income Taxes (Continued)

At December 31, 2007 and 2006, we had a deferred tax liability related to the hotel we purchased in Puerto
Rico. Specifically, we acquired all of the outstanding stock of a C corporation that owned the hotel as its primary
asset, which generally would cause us to succeed to the acquired corporation’s tax bases. However, for U.S tax
purposes we made an election under Section 338(g) of the Internal Revenue Code to avoid being treated as the
successor to the acquired corporation’s federal income tax attributes, including its adjusted tax bases. Because we
made no such election for Puerto Rico tax purposes we recorded in purchase accounting a deferred tax liability for
these basis differences at our Puerto Rico effective tax rate.

At December 31, 2007 and 2006, our consolidated TRS had a net deferred tax asset, prior to any valuation
allowance, of $9,426 and $10,527, respectively, which consists primarily of net operating loss carryforwards and tax
credits. Because of the uncertainty surrounding our ability to realize the future benefit of these assets we have
provided a 100% valuation allowance as of December 31, 2007 and 2006. As of December 31, 2007 our consolidated
TRS had net operating loss carryforwards for federal income tax purposes of approximately $22,396 which begin to
expire in 2023 if unused.

8. Acquisitions

On January 31, 2007, we completed our acquisition of TravelCenters pursuant to the Agreement and Plan of
Merger dated as of September 15, 2006, as amended, among TravelCenters, us, one of our former subsidiaries and
the stockholders of TravelCenters. Upon completion of the acquisition, we restructured the business of TravelCenters
and distributed all of the common shares of our former subsidiary, TA, to our shareholders in a spin off transaction.
The acquisition of TravelCenters, the restructuring of the TravelCenters business and the spin off transaction are
collectively referred to herein as the TA Transaction.

As a part of the restructuring of TravelCenters which occurred in connection with the TA Transaction, on
January 31, 2007:

* TravelCenters became a subsidiary of our subsidiary, TA;

* certain real property interests of 146 travel centers that were operated by TravelCenters and certain other
assets used in connection with the travel center business with an estimated total value of $1,697,221 were
transferred to subsidiaries of ours that were not owned by TA;

* TA became the owner of all of the working capital of TravelCenters, including current assets (primarily
consisting of cash, receivables and inventory) and current liabilities (primarily consisting of trade payables and
accrued liabilities);

* we contributed cash of $121,166 to TA so that the sum of its current assets, net of current liabilities, was
$200,000;

* TA became the owner of one travel center in Ontario, Canada, the operator of two travel centers leased from
owners other than us, the manager of one travel center for an owner other than us, the franchisor of 13 travel
centers owned and operated by third partics and the owner of certain other assets historically owned and used
by TravelCenters;

* We entered into a lease of the 146 travel centers we acquired (one travel center was subsequently disposed of)
and certain related assets to TA; and

* TA commenced operating the travel center business formerly conducted by TravelCenters.

After this restructuring, on January 31, 2007, we distributed all of the shares of TA to our common shateholders
of record on January 26, 2007. The book value of this distribution was $337,250. Shareholders were entitled to receive
one TA common share for every ten of our common shares owned on the record date. Fractional shares were issued
as necessary. TA's common shares are listed on the American Stock Exchange under the symbol “TA”. We expensed
$2,711 of costs in connection with the spin off transaction.

35




-
.

HOSPITALITY PROPERTIES TRUST

NOTES TO FINANCIAL STATEMENTS (Continued)
December 31, 2007

(dollars in thousands, except per share data)

8. Acquisitions (Continued)

The cost of the TravelCenters acquisition was as follows:

Cash conSIderation . . . . . . . .t ittt it et e e e $1,222,336
Indebtedness extinguished atclosing . . ......... .o i i 681,148
Fees and Other €XPEnSes . . .. oo oo v vttt it et it s 9,821

51,913,305

We allocated the cost to the fair value of assets and liabilities acquired as follows:

Net assets and liabilities retained by TA in the restructuring . . ... ............... $ 216,084

Assets and liabilities transferred to HPT in the restructuring:
Real €818 . o o v vt v e it e e e e e e 1,532,895
Trademarks and tradenames . . ... .. ... .ottt i e e 142,600
Other, NEt . ..ottt it e e e e e e e 21,726
$1,913,305

On January 22, 2007, we entered into a new $2,000,000 interim loan agreement, or the Acquisition Facility, with
a group of institutional lenders that became effective concurrently with our acquisition of TravelCenters. We funded
the acquisition of TravelCenters and the capitalization of TA with a $1,400,000 borrowing under the Acquisition
Facility and our then existing cash balances. We subsequently repaid all borrowings under the Acquisition Facility
during the first quarter of 2007 with net proceeds from the financing transactions described in Notes 3 and 6. The
annual interest rate of the Acquisition Facility was 6.02% during the period it was outstanding.

On May 30, 2007, we acquired Petro Stopping Centers Holdings, L.P, or Petro, for approximately $630,000 plus
certain costs. Petro owns 40 travel centers located in 25 states. In connection with our acquisition of Petro, we
acquired certain Petro properties which secure debt that was previously issued by Petro Stopping Centers, L.P, or
Petro Centers, a former subsidiary of Petro acquired by TA on May 30, 2007. Upon closing of our acquisition of
Petro, the Petro debt assumed by TA was covenant defeased and funds were escrowed by TA at closing and used to
redeem the Petro Centers debt on February 15, 2008. We agreed to pay certain costs associated with our acquisition
of Petro, including those related to the defeasance and prepayment of the Petro Centers debt and customary closing
costs, that totaled approximately $25,000. Simultaneous with our acquisition of Petro, we leased the acquired travel
centers to TA.

The allocation of the Petro purchase price to the fair value of assets acquired was as follows:

REAl B81aLE . . o o v ottt e e e e et e e e $638,300
Leasehold interests . . . v o v o vt ittt ettt s et e e e e 16,700
$655,000

"The following table presents our pro forma results of operations as if the TA Transaction and the Petro
acquisition and the related financing transactions were completed on January 1, 2006. This pro forma data is not
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8. Acquisitions (Continued)

necessarily indicative of what our actual results of operations would have been for the periods presented, nor does it
represent the results of operations for any future period.

(unaudited)
Twelve months ended December 31,
2007 2006

Total TEVENUES . . . . . o ettt e e $1,325,286 $1,255,867
Income from continuing operations . . . ...... ... ... . . it e 236,182 220,013
Income from continuing operations available for common shareholders . . ... ... .. 206,303 190,132
Basic and diluted per common share data:
Income from continuing operations available for common shareholders . . ... ... .. $ 2.20 $ 2.06

Income from continuing operations and income from continuing operations available for common shareholders
for the twelve months ended December 31, 2007, excludes $2,711, or $0.03 per common share, of costs related to the
spin off of TA.

9. Discontinued Operations

On July 26, 2007, we sold 18 Homestead Studio Suites hotels for gross proceeds of $205,350 and recognized a
gain on sale of $95,711. Seventeen of these hotels were sold to an unrelated party. One hotel was purchased by a
subsidiary of HRPT Properties Trust, a publicly traded real estate investment trust that is managed by Reit
Management & Research LLC, or RMR, which is also our manager. We used the net proceeds from these sales,
totaling $189,309 after the refund of a $15,960 security deposit and payment of closing costs, to reduce amounts
outstanding under our revolving credit facility. We have reclassified our consolidated statement of income for all
periods presented to show the results of operations of the hotels which have been sold as discontinued. Following is a
summary of the operating results of these discontinued operations:

Twelve months ended

December 31,
2007 2006 2005
MINIMUIM TENE . .ot e e et e et e e e ettt $9,218 $15960 $15,960
Percentage rent. . ... .. ... ... . e 267 509 439
Total TEVENUE . . ..o it e e e 9,485 16,469 16,399
Depreciation and amortization . . .. .. ... it it (1,636) (3,200) (4,550)
General and administrative . ... .......... .. .. (409) (725) (725)
Income from discontinued operations. . . ..................... $ 7,440 $12,538 $11,124
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10. Transactions with Affiliates

RMR originates and presents investment opportunities to our board and provides management and
administrative services to us. Our contract with RMR for such services continues from year to year and is subject to
annual approval by a board committee comprised of our independent trustees. RMR is compensated at an annual
rate equal to 0.7% of our average real estate investments, as defined, up to the first $250,000 of such investments and
0.5% thereafter, plus an incentive fee based upon increases in cash available for distribution per share, as defined. On
January 6, 2006, we entered into a management agreement with RMR to operate an office building which we
acquired in connection with an adjacent hotel. Fees paid to RMR under this management agreement are based on a
formula, generally 3% of gross collected rents as a property management fee and 5% of gross construction costs as a
construction management fee. Aggregate fees carned by RMR from us, excluding incentive fees, for the years ended
2007, 2006 and 2005 were $29,937, $19,891 and $17,730, respectively. Incentive fees are paid in restricted common
shares based on a formula. Incentive fees earned by RMR from us for 2007, 2006 and 2005 were $1,862, $1,487 and
$1,397, respectively. We expect to issue 53,541 restricted common shares in satisfaction of the 2007 incentive fees in
2008. RMR also provides the internal audit function for us and for other publicly traded companies to which it
provides management or other services. Our pro rata share of RMR’s costs in providing that function for the years
ended 2007, 2006 and 2005 was $169, $173 and $112, respectively. As of December 31, 2007, RMR and its affiliates
owned 344,856 of our common shares. RMR is beneficially owned by Barry M. Portnoy and his son, Adam D.
Portnoy, our managing trustees.

In order to effect the TA Transaction, we entered into a transaction agreement effective as of January 29, 2007,
with TA and RMR. That agreement provided for certain of the steps in the restructuring of the TravelCenters
business and the spin off. In addition, under this agreement TA entered into a management and shared services
agreement with RMR, TA granted to us a right of first refusal to purchase, lease, mortgage or otherwise finance any
interest it owns or acquires in a travel center before it is purchased, sold, leased, mortgaged or otherwise financed
with another party, and TA agreed to indemnify us for liabilities relating to its business and operations for periods
before and after the spin off and for liabilities relating to the ownership and operation of the leased travel centers
which arise during the term of our lease with TA.

11. Concentration

At December 31, 2007, our 477 properties were located in 44 states in the United States, Ontario, Canada and
Puerto Rico. Between 5% and 12% of our properties, by investment, were located in each of California, Texas and
Georgia. Qur two hotels in Ontario, Canada and our hotel in Puerto Rico represent 1% and 2% of our hotels, by
investment, respectively.
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11. Concentration (Continued)

All of our managers and tenants are subsidiaries of other companies. The percentage of cur minimum return
payments and minimum rents, for each combination is shown below, as of December 31, 2007.

Number of Minimum Return/ % of

Manager / Tenant is a Subsidiary of: Properties Minimum Rent Tb__lal

Y 145 $155,713 28%
0 40 62,225 11%
Host® .. e e 33 58,379 10%
InterContinental . . .. ...... ... ... ... ..., 76 50,000 9%
Marriott. . ... e e 35 49,034 9%
InterContinental . . .. ......... ... ... ... . iiiiiu... 14 42,873 8%
InterContinental . . . ...... ... ... .. i, 31 37,882 Vo
Barcelo Crestling®™™ . ... ... . . .. . . e, 19 28,508 5%
Hyatt . .. e 24 23,050 4%
InterContinental . . . ... ... ... .. ..t 10 20,306 4%
HoOSt™ . e e 18 19,287 3%
CamSOn . .. e e _E 11,850 ___2_%
Total ... e e an $559,147 100%

*  These hotels are subleased to Barceld Crestline and managed by Marriott.
** These hotels ar¢ managed by Marriott.

Minimum return and minimum rent payments due to us under some of our management agreements and leases
are supported by guarantees. The guarantee provided by Hyatt with respect to the 24 hotels managed by Hyatt is
limited to $50,000 ($36,678 remaining at December 31, 2007). The guarantee provided by Carlson with respect to the
12 hotels managed by Carlson is limited to $40,000 ($40,000 remaining at December 31, 2007). The combined
guarantee provided by InterContinental for the 131 hotels managed or leased by InterContinental is limited to
$125,000 ($115,922 remaining at December 31, 2007) and will expire if and when the hotels achieve stipulated
operating results. The guarantees provided by TA are not limited and do not expire.

Each of our hotels is included in a combined management agreement or lease as described above. Operations at
some of our managed hotels generated net financial results that were $9,780, $3,542 and $2,491 less than the
guaranteed minimum returns due us in 2007, 2006 and 2005, respectively. These amounts have been paid by the hotel
managers or their guarantors and are reflected as a reduction of hotel operating expenses in our consolidated
statement of income.
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12. Selected Quarterly Financial Data (Unaudited)

2007
| First Second Third Fourth
Quarter(3) Quarter(3) Quarter(3) Quarter
2 = $290,668 $333,741 $334,310 $326,760
Income from continuing operations ...............cooiinn, 40,314 51,227 52,822 83,454
Income from discontinued operations . . ... ....... . . il 3,058 3,055 97,038 —
Net income available for common shareholders, . ................. 39,013 46,812 142,390 75,984
Income from continuing operations available for common shareholders
pershare(l) .. ... .o 40 A7 A48 81
Income from discontinued operations available for common
shareholders pershare(1) . ....... ... ... ... . it .03 03 1.03 —
Net income available for common shareholders per share(1) ......... 43 S0 1.52 81
Distributions per common share(2) ........... ... ... . .76 76 17 77
2006(3)
First Second Third Fourth
Quarter Quarter Quarter Quarter
REVEMUES ...ttt it e e $235,726  $268,208 $265,125 $253,887
Income from continuing operations. . . ...t 32,367 32,321 33,510 58,303
Income from discontinued operations . ......... ... o0, 2,866 3,056 3,053 3,563
Net income available for common shareholders . . . ................ 33,319 33,463 34,649 59,952
Income from continuing operations available for common shareholders
pershare(l) . . ... .. i e 42 A2 43 5
Income from discontinued operations available for common shareholders
pershare(l) ... ... oo it 04 04 .04 05
Net income available for common shareholders per share(1) ......... 46 47 &7 .79
Distributions per common share(2) . . .. ....... ... ... oL 73 74 74 74

(1) The sum of per common share amounts for the four quarters differs from annual per share amounts due to the
required method of computing weighted average number of shares in interim periods and rounding.

(2) Amounts represent distributions declared with respect to the periods shown. Distributions are generally paid in
the quarterly period following the quarterly period to which they relate.

(3) Amounts previously reported have been adjusted to reflect the sale of a discontinued operation in July 2007 (see
Note 9).
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13. Segment Information

We have two reportabie business segments: hotel investments and travel center investments. Prior to our
acquisition of TravelCenters in January 2007, our only reportable segment was hotels.

Year Ended December 31, 2007

Travel

Hotels Centers Corporate  Consolidated
Hotel operating révenues .. ... ..........c.coverenennnn... $ 941,455 § — 3 — § 941455
Minimum rent . .. ... .. e e e 117,193 193,571 — 310,764
Percentage rent ... ... . ... ... e 6,055 — — 6,055
FEF&E reserve iNCOIME . . . .. .. vttt et ceeie e 22,286 — —_ 22,286
Imterest income ... ....... ... ... ..., — — 4,919 4,919
Total revenues .. ... ... . . .. ... i 1,086,989 193,571 4919 1,285,479
Hotel operating expenses . ..............coieteerinnnnn.. 657,000 — — 657,000
Operating inCome . . . .. ... .vu it i inens 429 989 193,571 4,919 628,479
Interest eXpense . ... ... i e e — —_ 140,517 140,517
Depreciation and amortization expense .. .................. 147,401 69,287 - 216,688
General and administrative expense . . ........ .o n., — — 37,223 37,223
TAspinoffcosts ... ... ... i — — 2,711 2,711
Loss on asset impairment . .............c.0iiinnniunnnn . 1,332 — — 1,332
Total eXpenses . ... ... .t e 148,733 69,287 180,451 398,471
Income before income taxes . ......... ... ... 281,256 124,284  (175,532) 230,008
Income tax eXpense . . .. . .. ...t — — (2,191) (2,191)
Income (loss) from continuing operations. . ................. $ 281256 $ 124,284 $(177,723) § 227817
Total assets. . ..............., e e e $3,247,770 $2,378,651 § 52,886 $5,679,307
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